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PRESENTATION OF INFORMATION

Since January 1, 2000, France Telecom publishes its consolidated financial statements in euro. Solely
for the convenience of the reader, this annual report on Form 20-F contains translations of certain euro
amounts into US dollars. These translations should not be construed as representations that the
converted amounts actually represent such US dollar amounts or could be converted into US dollars at
the rates indicated or at any other rate.

Unless otherwise stated, translations of euro into US dollars have been made at the rate of €0.9537
to $1.00 (or $1.0485 to €1.00), the noon buying rate in New York City for cable transfers in euro as certified
for customs purposes by the Federal Reserve Bank of New York (the “Noon Buying Rate”), on December
31, 2002. See “Item 3. Key Information — Exchange Rate Information” for information regarding the
French franc/US dollar exchange rate from January 1, 1998 to January 15, 1999 and the US dollar/euro
exchange rate since January 1, 1999.

Unless otherwise indicated, the financial information contained in this annual report on Form 20-F
has been prepared in accordance with French GAAP, which differs in certain significant respects from US
GAAP. See Note 32A in the Notes to France Telecom’s Consolidated Financial Statements for the years
ended December 31, 2002, 2001 and 2000 (together with the notes thereto, the “Consolidated Financial
Statements”) included elsewhere in this annual report on Form 20-F for a description of the principal
differences between French GAAP and US GAAP, as they relate to France Telecom and its consolidated
subsidiaries, and a reconciliation to US GAAP of net income and shareholders’ equity.

This annual report on Form 20-F contains certain information presented on a “ comparable basis”.
The basis for the presentation of this financial information is set out in “Item 5. Operating and Financial
Review and Prospects — France Telecom’s Activity and Operational Results”. There can be no guarantee
that France Telecom would have achieved results similar to those set forth in the financial information
presented on a comparable basis. The unaudited financial information presented on a comparable basis is
not intended to be a substitute for, and should be read in conjunction with, the Consolidated Financial
Statements included in Item 18, including the notes thereto.

In this annual report on Form 20-F, references to the “EU” are to the European Union, references to
the “euro” or “€” are to the euro currency of the EU, references to the “United States” or “US” are to the
United States of America and references to “US dollars” or “$” are to United States dollars.

nooa n o u

As used herein, the terms “Company”, “France Telecom”, “France Telecom group”and the “Group”,
unless the context otherwise requires, refer to France Telecom together with its consolidated subsidiaries,
and “France Telecom SA” refers to the parent company, a French société anonyme (corporation), without
its subsidiaries. References to “shares” are to France Telecom’s ordinary shares, nominal value €4.00 per
share, and references to “ADSs” are to France Telecom’s American Depositary Shares, each representing
one share, which are evidenced by American Depositary Receipts (“ADRs”).

As used herein, unless the context otherwise requires, the term “Orange” and “Orange Group” refers
to Orange SA together with its consolidated subsidiaries, the term “Wanadoo” refers to Wanadoo SA
together with its consolidated subsidiaries, the term “Equant” refers to Equant NV and its consolidated
subsidiaries and the term “TP Group” refers to Telekomunikacja Polska SA (“TP SA”) together with its
consolidated subsidiaries.

CAUTIONARY STATEMENT REGARDING FORWARD-LOOKING STATEMENTS

This annual report on Form 20-F contains forward-looking statements about France Telecom (within
the meaning of Section 27A of the US Securities Act of 1933), including, without limitation, certain
statements made in the sections entitled “Item 3. Key Information — 3.3 Risk Factors”, “Item 4.
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Information on France Telecom — 4.2 Strategy” and “Item 5. Operating and Financial Review and
Prospects”. Forward-looking statements can be identified by the use of forward-looking terminology such
as “believes”, “expects”, “may”, “is expected to”, “will”, “will continue”, “should”, “would be”, “seeks” or
“anticipates” or similar expressions or the negative thereof or other variations thereof or comparable
terminology, or by the forward-looking nature of discussions of strategy, plans or intentions. Although
France Telecom believes its expectations are based on reasonable assumptions, these forward-looking
statements are subject to numerous risks and uncertainties. Important factors that could cause actual
results to differ materially from the results anticipated in the forward-looking statements include, among

other things:

° changes in the competitive and regulatory framework in which France Telecom operates, and
in particular the effects of full competition in the European telecommunications industry;

° fluctuations in telecommunications usage levels, including the number of telephone access
lines, traffic and customer growth;

° competitive forces in liberalized markets, including pricing pressures, technological
developments and France Telecom’s ability to retain market share in the face of competition
from existing and new market entrants;

° regulatory developments and changes, including with respect to the levels of tariffs, the terms
of interconnection, customer access and international settlement arrangements, and the
outcome of legal proceedings related to regulation;

° the success and market acceptance of business, operating and financial initiatives (many of
which are untested, particularly the Ambition FT 2005 Plan (including the “TOP” and
“15+15+15” programs) the level and timing of the growth and profitability of new initiatives,
start-up costs associated with entering new markets, the successful deployment of new
systems and applications to support new initiatives, and local conditions and obstacles;

° the effects of mergers and consolidations within the telecommunications industry, the risks of
completing acquisitions or divestitures and integrating acquired businesses and the costs
associated with possible future acquisitions and planned dispositions;

° the success of France Telecom’s domestic and international investments, joint ventures and
strategic relationships;

° uncertainties related to the award of, the extension of, or the temporary unavailability of,
certain licenses, particularly in the area of wireless communications;

®  the effect and outcome of the roll out of UMTS networks and their performance;

° the availability, terms and deployment of capital, particularly in view of France Telecom’s debt
refinancing needs;

° the impact of regulatory or competitive developments on capital outlays and France Telecom’s
ability to achieve cost savings and realize productivity improvements;

° changes in exchange rates;

° changes in general economic and business conditions in the markets served by France
Telecom and its affiliates;

° risks related to information and communication technology systems generally;
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° customers and market concentration;

° risks and uncertainties attendant to doing business in numerous countries that may be
exposed to, or may have recently experienced, economic or governmental instability; and

° other risks and uncertainties discussed in “Item 3 Key Information — 3.3 Risk Factors”.
The forward-looking statements contained in this document speak only as of the date of this annual

report on Form 20-F and France Telecom does not undertake to update any forward-looking statement to
reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events.



PART I

Item 1. Identity of Directors, Senior Management and Advisers
Not Applicable.

Item 2. Offer Statistics and Expected Timetable
Not Applicable.

Item 3. Key Information

3.1 Selected Financial Data

The following table sets forth selected consolidated financial and other operating data of France
Telecom. The selected financial data set forth below should be read in conjunction with the Consolidated
Financial Statements and “ltem 5. Operating and Financial Review and Prospects” appearing elsewhere in
this annual report on Form 20-F. The selected financial data presented below has been prepared on a
basis constant with the basis of preparation used in the Consolidated Financial Statements as described in
Note 2. Prior years have been reclassified as necessary for a consistent presentation. France Telecom'’s
Consolidated Financial Statements are prepared in accordance with French GAAP, which differs in certain
significant respects from US GAAP. See Note 32A in the Notes to the Consolidated Financial Statements
for a discussion of the principal differences between French GAAP and US GAAP as they relate to France
Telecom and a reconciliation of its net income and shareholders’ equity to US GAAP.

The selected consolidated financial data as of and for each of the five years ended December 31,
1998, 1999, 2000, 2001 and 2002 are extracted or derived from the Consolidated Financial Statements,
which have been audited by Ernst & Young Audit and RSM Salustro Reydel, independent auditors. The
Consolidated Financial Statements as of and for the years ended December 31, 1998 and 1999 have been
translated into euro using the fixed exchange rate for French francs and euro on January 1, 1999.
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Year ended at December 31,

2002 2002 2001 2000 1999 1998
$M (in millions of €, except per share data)

CONSOLIDATED STATEMENT OF INCOME DATA

Sales of services and products ..............c.iiiiiiiiiii... 48,892 46,630 43,026 33,674 27,233 24,648
Amounts in accordance with French GAAP:

Operating income® ... ... ... ... i 7,138 6,808 5,200 4,856 4,490 3,975

Interest eXpense, NEL ... ... . i (4,237) (4,041) (3,847) (2,006) (662) (900)

Other non-operating income/(expense), net .................... (13,472) (12,849) (5,904) 3,957 767 860

Income (loss) before income taxes, employee profit sharing,

minority interest and cumulative effect of changes in
accounting principles . ... (13,815)  (13,176) (3,206) 4,700 2,706 2,249

Goodwillamortization ........... ... ... ... (2,466) (2,352) (2,531) (1,092) (136) (82)

Exceptional goodwill amortization ............... ...l (5,639) (5378)  (3,257) — — —

Net income (L0SS) ... v e (21,742)  (20,736) (8,280) 3,660 2,768 2,300

Basic number of shares (rounded) ..............cccooiiiiiiian. 1,085 1,085 1,103 1,065 1,025 1,002

Diluted number of shares (rounded) .......................... 1,159 1,159 1,177 1,091 1,050 1,003
Earnings per share/ADS:)

Net income (loss) per share (basic) ...............ccoveeo.... (20.04) (19.11) (7.51) 3.44 2.70 2.30

Net income (loss) per share (diluted) ............cccoiiiinn.. (20.04) (19.11) (7.51) 3.38 2.66 2.29

Dividend pershare@ ... ... ... ... . i — — 1.00 1.00 1.00 1.00
Approximate amounts in accordance with US GAAP:(5)

Net income (L0SS) ... (35,183)  (33,556) (19,278) 5,131 2,905 2,525

Earnings (loss) per share/ADS (basic)® .............c.ovueven... (31.94) (30.46)  (16.96) 4.67 2.74 2.44

Earnings (loss) per share/ADS (diluted)® ....................... (31.94) (30.46) (16.96) 4.60 2.68 2.44

CONSOLIDATED BALANCE SHEET DATA
Amounts in accordance with French GAAP:

Intangible assets . ......ov i e 48,321 46,086 53,152 52,338 2,131 1,518
Property, plant and equipment, net.............. ... ... ..., 38,027 36,268 31,728 34,623 28,964 26,577
Total @ssets .. ..ottt 111,756 106,587 127,358 129,585 54,055 46,158
Short term borrowings . .........o.iiiii i 10,999 10,490 11,365 25,165 2,479 1,302
Long term debt, including current portion ..................... 63,322 60,393 56,139 38,089 14,784 13,844
Borrowings net of available cash and marketable securities . . . . . .. 71,318 68,019 63,423 60,998 14,628 13,067
Shareholders’ equity (deficit) ..........ccooeiiiiiiiinnn. (10,434)  (9,951) 21,087 33,157 18,903 16,991
Capital stock®) . . ... 30,942 29,511 28,843 28,843 10,727 10,534
Approximate amounts in accordance with US GAAP:(5)
Shareholders’ equity (deficit) ............. ..., (28,048) (26,751) 11,411 26,311 21,678 16,868

CONSOLIDATED STATEMENT OF CASH FLOWS DATA
Amounts in accordance with French GAAP:

Funds generated from operations .................coviiinn... 8,994 8,578 7,406 6,863 7482 6,712
Net cash provided by operating activities ...................... 12,413 11,839 7,076 6,613 8109 7,132
Purchase of property, plant, equipment and intangible assets . . . .. (8,328)  (7,943)  (8,553) (14,313) (5,001) (4,660)
Proceeds from sale of assets® . ...........cccoiiiiiiiiinnnnn. 3,057 2,916 296 274 150 163
Cash paid for investment securities, acquired businesses, net of

cash and investments in affiliates® ......................... (2,336)  (2,228)  (4,355) (40,561) (2,804) (2,057)
Holdings of ownshares ..............ccoiiiiiiiiiiiinnnnnn. (5,266)  (5022)  (8,807) — — —
Issuance (repayment) of short term borrowings and long term

debt, net ... (66) (63) 5,514 39,301 (209) (1,347)

(1) In millions. The Consolidated Financial Statements are stated in euro except for 1998 and 1999, which were originally stated
in French francs. The US dollar amounts presented in the table above have been translated solely for the convenience of the
reader using the Noon Buying Rate on December 31, 2002 of €0.9537 to $1.00.

(2)  Operating income for the years ended December 31, 1998, 1999, 2000, 2001 and 2002 includes special items (€197 million,
€238 million, €225 million, €210 million and €199 million, respectively) relating to the amortization of part of the additional
provision for early retirement payments resulting from the change in 1998 and 1999 in actuarial assumptions used in
calculating such provision. See Note 18 in the Notes to the Consolidated Financial Statements.

3) Earnings per ADS have been recalculated for all periods presented to reflect the 2002 stock dividend as required under US
GAAP, and as discussed in Note 32A in the Notes to the Consolidated Financial Statements.

(4) In 1996, prior to France Telecom’s change of status on December 31, 1996, a payment of €686 million which was appropriated
from net income was made to the French State. No dividend was declared after the change of status. The annual general
meeting of the shareholders for the year ended December 31, 2002 has not been held as of the date of the publication of this
document, although the board of directors has not proposed a resolution authorizing any dividends to the shareholders this
year.

(5)  Amounts presented under this caption were calculated by applying the principles described in Note 32A to the Consolidated
Financial Statements.

(6)  Capital stock represents the sum of share capital and additional paid-in capital.

7) Includes, for 2002, a gain from the sale of real estate for €2,550 million.

(8) Includes, for 2000, a cash payment of €21,693 million in connection with the acquisition of Orange plc.
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Year ended December 31,

2002 2001 2000
OPERATING DATA
Telephones lines (standard lines and ISDN channels) at period end
(MULONS) ) 49.5 40.0 39.2
ADSL lines in France at period-end (thousands) ...................... 1,409 430 69
Total controlled wireless subscribers at period end (thousands) ........ 49,880 43,184 33,070
Number of employees at period-end .................. ...t 243,573 211,554 203,370

(1) For the purposes of this presentation, each ISDN channel is counted as the equivalent of one standard access line.

3.2 Exchange Rate Information

Under the provisions of the Treaty on European Union signed at Maastricht in early 1992, a
European Monetary Union (“EMU”) with a single European currency, the euro, was established. On May 3,
1998, European governments and central banks announced that the following 11 member states would
participate in the last stage of EMU: Austria, Belgium, Finland, France, Germany, Ireland, Italy,
Luxemburg, The Netherlands, Portugal and Spain. These countries have since been joined by other
member states. The last stage of EMU, with fixed exchange rates between national currencies and the
European Currency Unit and the introduction of the euro for certain purposes, began on January 1, 1999,
at which time the exchange rate between the French franc and the euro was established at FF 6.55957 to
€1.00 (or €0.1524 to FF 1.00).

Fluctuations in the exchange rate between the euro and the US dollar will affect the US dollar
equivalent of the euro-denominated prices of the shares and, as a result, will affect the market price of
the ADSs in the United States. In addition, exchange rate fluctuations will affect the US dollar equivalent
of any cash dividends received by holders of ADSs.
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The following table sets forth, for the periods and dates indicated, certain information concerning
the Noon Buying Rate in New York City for cable transfers for foreign currencies as certified for customs
purposes by the Federal Reserve Bank of New York expressed in French francs per $1.00 or US dollars per
€1.00, as the case may be. Such rates are provided solely for the convenience of the reader and are not
necessarily the rates used by France Telecom in the preparation of the Consolidated Financial Statements
included elsewhere in this annual report on Form 20-F. No representation is made that the French franc
or euro could have been, or could be, converted into US dollars at the rates indicated below or at any
other rate.

French francs per $1.00 Us dollars per €1.00

Year/period Average Year/period Average
end rate rate® High Low end rate rate® High Low

Yearly amounts

1998 i e 5.59 5.90 6.21 5.39 — — — —
19993) L\ 6.51 6.20 6.54 5.55 $1.01 $1.06  $1.18 $1.00
200002 L — — — — $0.94 $0.92 $1.03 $0.83
2007 it — — - - $0.89 $0.89 $0.95 $0.84
2002 .. e —_ — — — $1.05 $0.95 $1.05 $0.86
Monthly amounts

September2002 ................. ... — — - — 0.99 098 1.00 0.97
October2002 ..., — — —_- - 0.99 098 0.99 0.97
November2002 ...........ccvvivininn... —_ —_ — — 0.99 0.99 1.01 0.99
December2002 .............. ... . ... — — —_ - 1.05 1.02 1.05 0.99
January 2003 ... — — _ - 1.07 1.06 1.09 1.04
February2003 ..., — — —_ - 1.08 1.08 1.09 1.07
March 2003 (through March19) ............ — — - - 1.06 1.09 111 1.06

(1) The average of the Noon Buying Rates on the last business day of each month during the relevant period.

(2) January 15, 1999 was the last day that the Federal Reserve Bank of New York published Noon Buying Rates for the French
franc.

For information regarding the effects of currency fluctuations on France Telecom’s results, see
“Item 5. — 5.2 France Telecom’s Activity and Operational Results”.

3.3 Risk Factors

In addition to the other information contained in this annual report on Form 20-F, prospective investors
should carefully consider the risks described below before making any investment decisions. The risks described
below are not the only ones facing France Telecom. Additional risks not currently known to France Telecom or that
France Telecom currently deems immaterial may also impair its business operations. France Telecom’s business,
financial condition or results of operations could be materially adversely affected by any of these risks and
investors could lose all or part of their investment.

This annual report on Form 20-F also contains forward-looking statements relating to France Telecom’s
objectives, in particular in “ltem 4. Information on France Telecom — 4.2 Strategy” and “Item 5. Operating and
Financial Review and Prospects — 5.13 Outlook” that involve risks and uncertainties. These statements can be

” o, ” o nou; n

identified by the use of forward-looking terminology such as “believes”, “expects”, “may”, “is expected to”, “will”,
“will continue”, “should”, “would be”, “seeks”, “anticipates” or “estimates”. This information does not constitute
historical data and should not be interpreted as a guarantee that the forward-looking information will prove
accurate or that desired results will be achieved. The anticipated results may not be realized or the assumptions
on which they are based may prove to be erroneous. This annual report on Form 20-F also contains information
relating to the markets in which France Telecom operates. Certain information was provided by external sources.
Due to the rapid changes in the telecommunications industry, it is possible that some of this information is
erroneous or no longer accurate. The activities of France Telecom may, as a result, evolve differently than as

described in this annual report on Form 20-F. France Telecom does not undertake to update any forward-looking
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statement to reflect the occurrence of unanticipated events. France Telecom’s actual results could differ materially
from those anticipated in these forward-looking statements as a result of certain factors, including the risks it faces
as described below and elsewhere in this annual report on Form 20-F.

3.3.1 Risk Factors Relating to France Telecom’s Business

France Telecom has substantially increased its outstanding debt to finance
acquisitions and investments. If it is unable to reduce its indebtedness and
cannot secure refinancing, France Telecom may face liquidity shortfalls.

To develop its technology-driven activities — such as Internet, multimedia, wireless and data
networking — France Telecom has expanded its international operations, particularly through a number
of significant acquisitions and other investments. It has also invested significantly in third generation
universal mobile telecommunications system, or UMTS, licenses. In order to secure the financing for
these investments, France Telecom significantly increased its indebtedness. As a result, France Telecom’s
net debt increased from €14.6 billion at December 31, 1999, to €61.0 billion at December 31, 2000, to
€63.4 billion at December 31, 2001, to €68.0 billion at December 31, 2002.

France Telecom’s principal objective is to reduce its indebtedness by means of the Ambition FT 2005
plan. If France Telecom is unable to reduce its indebtedness and cannot secure refinancing, it may have
insufficient liquidity to meet its financing needs, including meeting scheduled repayments of its debt. For
more information on the risk to France Telecom’s liquidity, see “Iltem 5. — 5.8 Liquidity and Capital
Resources” and Note 16.2 in the Notes to the Consolidated Financial Statements.

Furthermore, France Telecom'’s financing agreements contain a certain number of financial covenants
and standard clauses in the event of default or material adverse charge (see “Item 11. Quantitative and
Qualitative Disclosures About Market Risk — 11.1.2 Liquidity risks”, and Note 16.2 in the Notes to the
Consolidated Financial Statements). Pursuant to a €15 billion syndicated credit facility signed in February
2002, and a €5 billion syndicated credit facility signed in February 2003 (in view of the February 2003
maturity of the A tranche of the February 2002 facility), France Telecom agreed to maintain certain financial
ratios. The ratio of EBITDA to total interest costs must be equal to or greater than certain thresholds
according to the following timeline: (i) December 31, 2002 - 3.0; (ii) June 30, 2003 - 3.0; (iii) December 31,
2003 - 3.25; (iv) June 30, 2004 - 3.25; (v) December 31, 2004 - 3.25; (vi) June 30, 2005 - 3.50; and (vii)
December 31, 2005 - 4.0. The ratio of total net debt to EBITDA must be equal to or less than certain
thresholds according to the following timeline: (i) December 31, 2002 - 5.0; (i) June 30, 2003 - 4.75; (iii)
December 31, 2003 - 4.50; (iv) June 30, 2004 - 4.25; (v) December 31, 2004 - 3.75; (vi) June 30, 2005 - 3.50;
and (vii) December 31, 2005 - 3.0. These ratios are calculated on the basis of France Telecom’s financial
statements prepared in accordance with generally accepted accounting principles in France and EBITDA is
calculated on a twelve-month rolling basis, with figures calulated to exclude the effects of acquisitions and
divestitures during the previous twelve months. If France Telecom fails to comply with these ratios, its
lenders could accelerate the repayment of these syndicated credit facilities.

More generally, if France Telecom fails to meet its obligations arising from its financing agreements
or its outstanding securities, its creditors may require early repayment. Many of France Telecom’s
financing agreements and its outstanding securities include cross-default and cross-acceleration
provisions pursuant to which a payment default or acceleration, or a failure to respect a financial
covenant may result in the acceleration of all or a significant part of France Telecom’s debt and an
inability to draw upon its credit lines. France Telecom’s high level of debt, its obligations to maintain
certain financial ratios and its other obligations may limit its ability to borrow additional funds and invest
in the development of its business.

The downgrading of France Telecom’s debt ratings by rating agencies may
increase the cost of its debt and may reduce its access to financial markets.

In October 2001, the rating agencies which evaluate France Telecom’s debt downgraded their
ratings on France Telecom’s short and long term debt. Standard & Poor’s Ratings Services, or S&P’s,
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lowered its rating on France Telecom’s long term debt from A- to BBB+, with a negative outlook, and
downgraded France Telecom’s short term debt rating from A1 to A2. Moody’s Investors Service, or
Moody’s, lowered its rating of France Telecom’s long term debt from A3 to Baa1, with a negative outlook,
and downgraded its rating of France Telecom'’s short term debt from P1 to P2. Fitch Ibca downgraded its
rating of France Telecom’s long term debt from A- to BBB+ with a negative outlook, and lowered the
rating of its short term debt from F1 to F2. After the publication of France Telecom’s annual accounts in
March 2002, S&P’s and Moody'’s placed their respective BBB+ and Baa1 ratings of France Telecom’s long
term debt, on review for downgrade; similarly, Fitch Ibca placed its F2 rating of France Telecom’s short
term debt on review for downgrade beginning March 2002. On May 13, 2002, Moody'’s also placed France
Telecom’s short term debt under review.

On June 24, 2002, Moody’s downgraded its rating of France Telecom’s long term debt from Baa1 to

Baa3 and France Telecom’s short term debt rating from P2 to P3, with a negative outlook for long term
debt. On June 25, 2002, S&P’s downgraded France Telecom'’s long term debt rating from BBB+ to BBB and
France Telecom’s short term debt rating from A2 to A3. S&P’s also put France Telecom’s long term rating
on review, with a negative outlook. On July 5, 2002, Fitch Ibca downgraded its rating of France Telecom’s
long term debt to BBB-, with a stable outlook, and lowered its rating of France Telecom’s short term debt
from F2 to F3. On July 12, 2002, S&P’s again downgraded its rating of France Telecom’s long term debt
from BBB to BBB- with a stable outlook.

These ratings downgrades have limited France Telecom'’s access to financial markets, while it faces
significant debt repayments in 2003, 2004 and 2005.

According to the rating agencies, the downgrading of France Telecom’s ratings and their placement
under review is due to doubts about France Telecom’s ability to execute its debt reduction plan, due to
both the deterioration of market conditions in the telecommunications sector and the difficulties
encountered by France Telecom in carrying out its asset disposal program. The rating agencies have also
expressed concern about the possible assumption by France Telecom of MobilCom’s debt. In this regard,
France Telecom recently completed the transactions contemplated by the MC Settlement Agreement
with MobilCom (see Note 18.1 in the Notes to the Consolidated Financial Statements).

On December 5, 2002, Fitch Ibca amended its outlook on France Telecom’s long term debt from
stable to positive and S&P’s confirmed its rating of France Telecom’s long term debt at BBB- with a stable
outlook. On December 9, 2002, Moody’s also confirmed France Telecom’s long term debt rating at Baa3
with a stable outlook.

On February 21, 2003, Moody’s placed its Baa2 rating of TP SA on negative review.

Certain bonds issued by France Telecom contain “step-up” clauses which provide for increases in
the applicable coupon or interest rate spread in the event of a change in France Telecom’s credit rating.
See “Item 5. Operating and Financial Review and Prospects — 5.8.2 Capital resources” and Note 16.2 to
the Consolidated Financial Statements. The downgrading of France Telecom’s rating by S&P’s and
Moody’s in October 2001 had an impact on interest expense of approximately €78 million in 2002. The
downgrading of France Telecom’s ratings by S&P’s and Moody’s in June and July 2002 had an additional
impact on interest expense of approximately €40 million in 2002 and caused the repayment of
approximately €200 million in the context of a structured financing. Absent an upgrade, the downgrades
which occurred in October 2001 and June and July 2002 are expected to increase interest expense by
approximately €264 million in 2003.

In addition, France Telecom’s securitization programs require ratings above BB- or BB+, depending on
the particular program.

France Telecom cannot guarantee that it will be successful in carrying out measures that strengthen
or maintain its credit profile, nor can it guarantee that the rating agencies will regard the measures it does
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carry out to be adequate. In addition, factors outside France Telecom’s control, including factors relating to
the telecommunications industry or specific countries or regions in which it operates, may affect the rating
agencies’ assessment of France Telecom’s credit profile.

As a result, France Telecom cannot guarantee that the rating agencies will not further downgrade its
credit ratings. France Telecom believes that a decrease of one notch in its long term debt rating by S&P’s
and Moody’s would automatically increase its annual interest expense by approximately €75 million,
based on its current level of indebtedness and would also adversely affect its ability to access and the
conditions under which it accesses the financial markets.

In addition, in the event of a ratings downgrade, certain derivatives contracts and certain contracts
related to lease transactions with distinct third parties may be terminated or require the posting of
collateral. France Telecom has already been required to post collateral for certain of these contracts.

France Telecom has engaged in a review of its asset portfolio which may
lead to costly withdrawals that could be difficult to implement as a result of
regulatory or contractual obligations.

One of the goals of the Ambition FT 2005 plan is to increase the focus on France Telecom’s strategic
markets. To reduce its presence in, or withdraw itself entirely from, certain markets such as Sweden, France
Telecom will incur significant restructuring costs. As a result, France Telecom may incur losses, be unable to
recover the value of its investments or be required to depreciate certain assets. Certain regulatory and
contractual obligations (put and call options, preemption rights, sale restrictions) applicable to the transfer of
interests or divestitures may limit France Telecom’s choices or adversely affect the conditions of the transfers
or divestitures.

France Telecom’s reorganization plan may not achieve its goals and may
require higher costs than anticipated, which could have a material adverse
effect on its financial condition.

As part of its financial strategy, France Telecom has undertaken a program of operational
improvements, the TOP Program, designed to help France Telecom generate €15 billion in net cash
provided by operating activities, less net cash used in investing activities by 2005 that would be dedicated
to reducing outstanding debt. France Telecom cannot guarantee that it will achieve its objectives, which
would materially affect its financial condition and results of operations, its liquidity and its ability to meet
its financial commitments.

The plan requires implementing a number of initiatives to streamline France Telecom’s business
and optimize the management of its human and financial resources.

France Telecom cannot guarantee that the costs actually incurred in connection with the TOP
Program will not be higher than the €800 million to €1 billion estimated. Costs relating to reorganization
and divestitures may affect the cash charges and assets of France Telecom, which could have a material
effect on its business, operating results and financial condition. In addition, reductions in its assets
businesses or investments, and the streamlining of its workforce, may negatively impact France
Telecom’s efforts to maintain and upgrade existing networks, develop and promote new or existing
products and services and particularly for subsidiaries such as Orange that operate in extremely
competitive segments to maintain its place among the leaders with respect to technological advances in
the sectors in which it operates. Finally, the development of its strategy and the implementation of the
TOP Program may adversely affect the relationship between France Telecom and its workforce, which
could in turn have a material adverse effect on operations and results of operations. If the objectives of
the TOP Program are not achieved, this could have a material adverse impact on France Telecom’s
business and results of operations.
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The high cost of UMTS licenses, and investments and expenses necessary
for the success of this technology, could adversely affect the business,
financial condition and results of operations of France Telecom.

At December 31, 2002, France Telecom had paid over €8 billion to acquire UMTS licenses in Europe
(excluding minority interests, notably MobilCom). Under the terms of these licenses, France Telecom has
agreed to make significant investments in its networks in order to offer new products and services.
However, technological innovations, the emergence of alternative services or an insufficient consumer
demand for UMTS products and services, among other factors, could lead France Telecom to reassess its
commitments with respect to its UMTS licenses. If France Telecom decided not to pursue UMTS
development in certain countries, it may incur significant costs relating to its withdrawal from these
markets.

If Orange cannot fulfill the conditions under its UMTS licenses or obtain their modification, the
licenses may be revoked and Orange may be liable for damages to the state that awarded the licenses, or
to its partners in UMTS development in these countries, as well as to its creditors or its suppliers. All of
these risks could have a significant negative impact on France Telecom’s financial condition and results of
operations.

Once its UMTS network has been launched, France Telecom expects that it will also incur increased
costs related to the development and marketing of new products, in particular to promote demand for
UMTS services and eventually to subsidize UMTS-compatible handsets.

In addition, France Telecom cannot be certain that the demand for UMTS products and services will
justify the related high costs. Low demand for UMTS products and services in markets where France
Telecom offers them would materially and adversely affect its revenues. France Telecom will need to
offset the high purchase costs of the licenses, network capital expenditures and the related amortization
costs with increased revenues from customers. The level of demand for UMTS products and services may
be adversely affected by the failure of prior preliminary launches by France Telecom’s competitors.
Furthermore, any delay in the provision of UMTS products and services resulting from problems with
suppliers of components of the UMTS network, the roll out of the network, the unavailability of products
compatible with UMTS services, the inability to comply with the requirements of UMTS licenses or any
other factor may adversely affect revenues from UMTS services or the date from which such revenues are
generated. If in the future, France Telecom’s current estimates relating to future cash flow generated
under the UMTS licenses are not met, France Telecom’s results could be adversely affected, and France
Telecom could be required to significantly depreciate the value of its UMTS licenses and related assets
recorded in its financial statements.

In the event that France Telecom fails to generate sufficient revenues from its UMTS activities, it
may not be able to meet financial obligations incurred to fund its UMTS rollout or its other activities, and
its financial condition and results of operations may be adversely affected.

The costs and difficulties of integrating the businesses France Telecom has
acquired could impede its future growth and adversely affect its
competitiveness or prevent it from achieving the planned synergies.

During 2002, France Telecom continued to pursue its integration of Equant and began the
integration of TP Group, which has been fully consolidated since April 2002. In the context of these
integrations, France Telecom may:

° have difficulty integrating the operations and personnel of the acquired entities;

° fail to incorporate licensed or acquired technology into its network and product offerings
successfully;
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® fail to benefit from anticipated synergies;
° fail to maintain uniform standards, controls, procedures and policies; or

° fail to maintain satisfactory employee relations with acquired entities as a result of changes in
management and ownership.

Any major difficulties related to the integration of these entities or other businesses acquired by
France Telecom could have an adverse effect on its business, financial condition and results of
operations.

France Telecom faces risks relating to certain subsidiaries and joint
ventures in which it shares control or does not own a controlling interest.

Some of France Telecom’s activities are conducted through entities in which it has a non-controlling
interest. Under the governing documents or agreements for certain of these entities, certain key matters
such as the approval of business plans and decisions as to the timing and amount of distributions require
the agreement of France Telecom’s partners, and in some cases, decisions regarding these matters may
be made without France Telecom’s approval. There is a risk of disagreement or deadlock among the
shareholders of jointly controlled entities and that decisions contrary to the interests of France Telecom
will be made. In some cases, strategic or joint venture partners may choose not to continue their
partnership. In addition, France Telecom’s arrangements with its joint venture partners may expose
France Telecom to requirements for additional investment, or to additional capital expenditure or
financing requirements or to obligations to buy or sell holdings. See “Item 5. Operating and Financial
Review and Prospects — 5.10 Contractual Obligations and Off Balance Sheet Commitments”. For
example, the recent difficulties concerning MobilCom have lead France Telecom to record significant
impairment charges in 2002 relating to its investment in MobilCom.

These factors could impact France Telecom’s ability to pursue its stated strategies with respect to
those entities or have a material adverse effect on its results of financial condition.

Technical network and information technology system failures may result
in reduced user traffic, reduced revenue and harm to France Telecom’s
reputation. France Telecom’s technical infrastructure is vulnerable to damage
or interruptions caused by floods, storms, fires, power outages, war,
intentional acts and other similar events.

The occurrence of a natural disaster, such as the major storms in December 1999 that affected
service in France at the beginning of 2000 or the flooding in southern France in 2002, and other
unanticipated problems at France Telecom’s facilities or any other damage to or failure of its network
could result in interruptions in its service. In 2000, such damages amounted to approximately €150
million. France Telecom has no insurance for damage to its above-ground network in certain
circumstances. Failures of the information technology system (hardware or software) or computer viruses
could also affect the quality of its services and cause temporary service interruptions. While the risk
cannot be quantified, such events could result in customer dissatisfaction and reduced traffic and
revenues for France Telecom.

France Telecom and, in particular, Orange, its wireless telephony
subsidiary, depend on a limited number of suppliers for wireless network
equipment and maintenance. The failure of these suppliers to provide
necessary equipment could have a material adverse effect on France
Telecom’s results.

The construction and operation of France Telecom’s networks and the provision and marketing of
its services, especially those of Orange, its wireless telephony subsidiary, depend on France Telecom’s
ability to obtain adequate supplies of a number of items on a timely basis, such as handsets and
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transmission equipment and switching and other network equipment. Handsets in particular may be
subject to supply constraints under certain circumstances.

France Telecom’s results of operations could be materially and adversely affected if suppliers fail to
provide it with adequate equipment in a timely manner or if the price of such equipment rises
significantly. In France Telecom’s experience, suppliers from time to time extend delivery times, limit
supplies and increase the price of their supplies due to their supply limitations. As a result of these supply
difficulties, France Telecom may fail to satisfy the requirements of its new licenses.

The value of France Telecom’s international investments in
telecommunications companies outside Western Europe may be materially
affected by political, economic and legal developments in these countries.

France Telecom has made a significant number of investments in telecommunications operators in
countries in Eastern Europe, the Middle East, the Caribbean, Latin America, Asia and Africa. The political,
economic and legal systems of these countries may evolve in an unpredictable manner. Political or
economic upheaval or changes in laws may negatively affect the operations of companies in which
France Telecom has invested and impair the value of these investments.

France Telecom has recorded significant goodwill following the
acquisitions that it made between 1999 and 2002. Accelerated amortization of
all or a portion of this goodwill may be required, which could have a material
negative impact on France Telecom’s results.

France Telecom has recorded significant goodwill in connection with its acquisitions since 1999,
particularly the acquisitions of Orange, Equant and TP Group. Goodwill amounted to approximately €28
billion at December 31, 2002. Pursuant to French generally accepted accounting principles, goodwill is
amortized over a period determined at the time the goodwill is recorded. The value of goodwill is
reassessed annually and, when events and circumstances indicate that a decrease in value may occur,
France Telecom amortizes this goodwill. Such events and circumstances include lasting material adverse
changes affecting the economic environment or affecting the assumptions and objectives that were used
at the time of the acquisition. For example, following the strategic review of its shareholdings during the
fourth quarter of 2002, France Telecom decided to accelerate the amortization of part of its goodwill
(particularly, the goodwill resulting from the acquisition of Equant in 2001) by €5.4 billion. France
Telecom cannot guarantee that new events or unfavorable circumstances will not take place that would
lead France Telecom to reassess the value of its goodwill and record additional significant exceptional
amortization, which could have a material adverse effect on France Telecom’s operating results.

These events or unfavorable circumstances may also lead France Telecom S.A. to reexamine the
actual value of its shareholdings and other financial assests and to record additional significant
exceptional amortization or depreciation, which could have a material adverse effect on France Telecom’s
equity capital and its financial statements.

France Telecom may also be required to amortize its goodwill in case of a change in accounting
methods or principles relating to the accounting for goodwill. See “Item 3. Key Information — 3.3.1 Risk
Factors Relating to France Telecom’s Business — France Telecom will be obligated to adopt new
accounting standards in 2005 that may have a material impact on its accounts”.

Investigation by the European Commission regarding potential State aid in
favor of France Telecom.

On January 30, 2003, the European Commission opened an inquiry into possible State aid in favor of
France Telecom. The formal investigation procedure mainly relates to the financial measures announced
by the French State on December 4, 2002. See “Item 7. Major Shareholders and Related Party
Transactions — 7.4 Related Party Transactions — Relationship with ERAP”. On that date, the French
State announced that it would participate, along with private investors, in France Telecom’s capital
increase and that it was prepared to anticipate its participation in the capital increase through a
shareholder’s loan. The inquiry also covers the special business tax regime resulting from France
Telecom’s historical legal status since 1991. France Telecom believes the formal investigation procedure is
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in the ordinary course and a necessary initiative for the European Commission,in the interest of
transparency, to carry out its analysis and to hear the views of all interested parties. The European
Commission has not ruled out that the various measures examined gave France Telecom an advantage
that constitutes State aid.

France Telecom believes that the participation of the French State, in its capacity as a majority
shareholder, in the company’s action plan is consistent with that of an informed private market investor
and does not include any elements of State aid.

With respect to the French business tax (“taxe professionelle”), until last year, France Telecom was
historically subject to a special business tax regime. In particular, the European Commission has alleged a
tax differential of €150 million per year from 1994 to 2002, which is disputed by France Telecom. France
Telecom has persistently requested to be subject to the general tax regime. Pursuant to the
appropriations law of 2003, the special business tax regime was abolished. As a result, France Telecom is
now subject to direct local taxes under the general tax regime. France Telecom believes that the special
tax regime to which it was previously subject did not constitute State aid.

The opening of an investigative procedure does not prejudice the final decision of the European
Commission regarding the nature of the State’s role in connection with the Ambition FT 2005 plan
launched by the new management of France Telecom and the special tax regime to which France
Telecom was subject until 2002.

If at the conclusion of the investigation, the European Commission concludes that there was State
aid, it may authorize the aid, subject to certain conditions or obligations, or declare the aid incompatible
with the common market and order the reimbursement of the benefit received, if it has already been
granted. France Telecom cannot assure that the various measures that are under the European
Commission’s scrutiny will not be deemed to contain elements of State aid, which could have a material
adverse effect on its financial condition and results of operations. Any decision made by the European
Commission may be subject to appeal under applicable European Union law.

France Telecom will be obligated to adopt new accounting standards in
2005 that may have a material impact on its accounts.

In June 2002, the European Union (“EU”) adopted new regulations requiring all listed EU companies,
including France Telecom, to apply International Financial Reporting Standards (“IFRS”) (previously
known as International Accounting Standards or “IAS”) in their financial statements from January 1, 2005.

Because IFRS emphasizes the fair value of a company’s assets and liabilities, it may have a material
impact on a number of important financial statement items, including, among others, the timing of
recognition of sales and other revenues, accounting for share-based compensation, goodwill and
intangibles, employee benefit plans, marketable securities and hybrid derivative instruments and the
classification of certain balance sheet items as debt or equity. In addition, the treatment of France
Telecom’s classification of business segments, financial instruments and pensions may be significantly
affected.

IFRS will therefore affect the valuation methods that analysts use to measure and evaluate France
Telecom’s performance. IFRS could also have an effect on France Telecom’s debt covenants and other
contractual obligations. In particular, France Telecom’s covenants linked to balance sheet ratios and
income statement measures are likely to be significantly affected by the adoption of IFRS in ways that are
difficult to predict at this time.

3.3.2 Risk Factors Relating to the Telecommunications and Wireless Industries

France Telecom may be unable to obtain future financing to fund the
development of its business.

French and British bank regulators have issued warnings to banks relating to telecommunications
industry-specific risks in their lending portfolios. These regulators have cited the large expenditures by
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European telecommunications companies on the acquisition of UMTS licenses and related investments.
Furthermore, spreads on debt issuances by telecommunications operators have risen considerably as a
result of the increased risk associated with debt securities in the telecommunications sector. If France
Telecom is unable to borrow the amounts it needs at affordable rates, it may be unable to pursue its
planned strategy. France Telecom cannot assure you that future conditions in the financial markets will
not adversely affect its ability to finance its operations.

The profound and continuing transformation of the telecommunications
industry in Europe and the intense competition in this industry may strain
France Telecom’s resources.

The telecommunications industry in Europe has experienced profound changes in recent years, and
France Telecom believes that these changes will continue. If France Telecom fails to rapidly adapt its
business to meet the developments of the telecommunications industry, it may be unable to compete
effectively and its business activities, financial condition and results of operations may suffer.

France Telecom faces intense competition in all areas of its business. In the fixed line voice
telephony business in France, which has been open to competition since January 1, 1998, France Telecom
faces competition that has created a dramatic reduction in rates, as well as a reduction in its market share
from 1998 through 2001. In addition, competition in the markets for regional and local calls is
intensifying. The recent regulatory changes, such as the unbundling of its local loop and the preselection
of operators, number portability and main distribution frame access, have increased the ease with which
its customers can use the services of other telecommunications carriers instead of France Telecom’s
services. In the local call segment, with the introduction of carrier preselection at the beginning of 2002,
France Telecom had lost approximately 20% of its market share at December 31, 2002. France Telecom
expects a further decrease of its market share and continued decreases of rates in the fixed line services
in France, where it currently enjoys the highest market share. In addition, according to France Telecom,
an increasing proportion of calls that would previously have been made over the fixed line network are
now being made on wireless telephones, a process known as “fixed-wireless substitution”. The level of
competition is significantly influenced by decisions of the French telecommunications market regulator,
which could take decisions that would lead to further declines in prices in the fixed line network voice
telephony business. For further information regarding competition and regulatory decisions that could
affect the level of competition, see “Item 4. Information on France Telecom — 4.6.3 Competition — Fixed
line voice and data services — France” and “Item 4. Information on France Telecom — 4.15 Regulation of
France Telecom.”

In addition, restructuring by certain competitors and overcapacity could materially affect France
Telecom’s results in the international transmissions business. If these conditions continue, they could
negatively impact France Telecom’s results in this market.

In the wireless telecommunications business, France Telecom faces intense competition in all of its
principal markets (particularly in France and the United Kingdom) from existing and new market
participants. In certain countries, France Telecom must compete with new non-traditional operators that
offer wireless communications services without maintaining their own networks (known as mobile virtual
network operators). Although competition based on handset subsidies has diminished in France and the
United Kingdom, competition based on price, subscription options offered, coverage and service quality
remains intense. As these markets have become increasingly saturated, the focus of competition is
starting to shift from customer acquisition to customer retention, which could lead to higher expenses for
customer loyalty initiatives. Prices for wireless voice telephony have been declining over the past several
years and may continue to decline in France Telecom’s principal markets.

France Telecom also faces competition in the market for Internet and multimedia services. The
Internet access market is experiencing increased competition and shifting usage patterns that may be
influenced by regulation, particularly in France. There are few substantial barriers to entry in the Internet
industry and connection costs for users and customers are low. As a result, France Telecom’s most
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significant competitors in this segment may be new entrants such as the French postal service that would
not be burdened by costs of modernizing older equipment. As a result, it may be very expensive for
France Telecom to upgrade its networks, products and technology in order to continue to compete
effectively with other competitors. Wanadoo also faces competition in the printed directories market
from editors that offer regional directories in France, which recently organized themselves around
Telenor, a European editor. Online directories remain highly competitive with many market participants.

In the data transmission market, Equant and Transpac, France Telecom’s subsidiaries, face intense
competition. France Telecom’s success in this market will depend on the ability of Equant and Transpac
to compete with other significant telecommunications operators, IP/data specialist companies and new
participants, including operators of competing networks, Internet access providers or other high value
added service providers. France Telecom believes that the number of competitors, the vertical and
horizontal concentration of this market, the pressure on prices and the competition for market share may
increase in the future.

Competition in any or all of France Telecom’s lines of business could lead to:

° price erosion for France Telecom’s products and services,

° an inability to increase market share or a loss of market share,

° loss of existing or prospective customers and greater difficulty in retaining existing customers,
° more rapid deployment of new technologies and obsolescence of existing technologies,

° increased pressure on France Telecom’s profit margins, preventing it from maintaining or
improving its current level of operational profitability, and

° difficulties repaying the debt it incurred to finance its acquisitions and strategic and
technological investments if it cannot generate revenues and an adequate gross margin of
internal financing.

If growth in the Internet and wireless businesses slows, France Telecom’s
revenues may not grow as rapidly as in the past and may even decrease, which
in turn could adversely affect its profitability.

In recent years, France Telecom’s revenues have grown in large part because of rapid expansion in
its Internet and wireless communications businesses in line with growth in the Internet and wireless
markets in Europe. If these markets do not continue to expand, particularly in France and the United
Kingdom, France Telecom’s revenue growth may slow, which in turn could affect its financial condition
and results of operations.

In addition, a critical component of France Telecom’s growth strategy is to take advantage of
significant revenue, cost and capital expenditure synergies that it expects from the combination of its
own operations with those of Orange, Equant, and Wanadoo, as well as synergies achieved within each of
these subsidiaries. If these synergies do not materialize as France Telecom anticipates, its business,
financial condition and results of operations could be adversely affected.

If revenue growth in France Telecom’s wireless and Internet businesses slows, or if it is not able to
attract and retain an expanded customer base, it may be unable to generate profits as significant as
planned from these businesses. If it is unable to generate sufficient earnings and cash flow, it may have
difficulty making payments on the debt it has incurred to finance its strategic acquisitions and
investments in technology.
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Despite the current trend towards deregulation in France and other
European countries, France Telecom continues to operate in highly regulated
markets in which its flexibility to manage its business is limited.

France Telecom must comply with an extensive range of requirements that regulate and supervise
the licensing, construction and operation of its fixed line, wireless and Internet networks and the
provision of its products and services. It must also cooperate with agencies or other governmental
authorities that regulate and supervise the allocation of frequency spectrum and that oversee the general
competitiveness of the telecommunications market. Furthermore, France Telecom faces a number of
regulatory constraints as a result of its dominant position in the fixed line telecommunications market in
France, including a requirement to provide interconnection services to other operators on terms that
must be approved by the regulatory authority; a requirement to provide access to the local loop at rates
that must be approved by the regulatory authority; and a requirement to have its prices for fixed line
voice telephony services approved by the regulatory authority prior to implementation.

France Telecom'’s business and results of operations and those of its joint ventures could be
materially adversely affected by changes in law, regulation or government policies, in particular, decisions
by regulators and antitrust authorities concerning the granting, amendment or renewal of licenses; rate
structures or opportunities to expand activities in new markets; the accessibility of networks to virtual
network operators and other service providers; and access to third-party networks.

Any such decisions could materially adversely affect the results of France Telecom’s operations.

Licenses are required in most countries to provide telecommunications services and operate
networks. These licenses frequently impose requirements regarding the way the operator conducts its
business, including minimum service requirements, roll-out completion deadlines, and network quality
and coverage.

Failure to meet these requirements could result in fines or other sanctions, including, ultimately,
revocation of the licenses.

3.3.3 Other Risks

Alleged health risks of wireless communications devices could lead to
decreased wireless communications usage or increased difficulty in obtaining
sites for base stations.

In France, by decree dated May 3, 2002, the Health Ministry required wireless operators to provide
their customers recommendations on the use of mobile telephones and information on remaining
uncertainties relating to potential health risks. In addition, Orange has signed charters of good conduct
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relating to the installation of transmitter sites with other operators and certain municipalities in France.
France Telecom is also pursuing negotiating similar charters with other municipalities. On January 21,
2003, the French telecommunications regulator (the “ART”) published a scientific study regarding health
risks relating to wireless telephone transmitter sites and mobile telephones. The results of this study,
ordered by the national institute for industrial environment and risks (Ineris), confirm the conclusions of
an independent report published in 2001, which found that “no study has been able to conclude that
exposure to radiofrequency fields emitted by mobile telephones or their base stations have had a harmful
influence on health”.

In the United Kingdom, a study on mobile telecommunications health issues conducted by the
Independent Expert Group on Mobile Phones, known as the Stewart Report, reported that to date the
balance of evidence does not suggest that wireless phone technologies pose a health risk for the general
public. The Department of Health in the UK has nevertheless required that information be made
available to customers so that they can make their own informed choices about how to use mobile
phones. In the United Kingdom, Orange and other mobile network operators are promoting in-depth
scientific research into mobile technology through joint financing of a program with the government of
the United Kingdom. Compliance with the recommendations or resulting legislation may result in
significant costs for France Telecom.

While to date France Telecom is not aware of any substantiation of health risks associated with
mobile communication devices, actual or perceived health risks may adversely affect France Telecom’s
revenues or financial condition through a reduction in the number of customers, reduced usage per
customer, exposure to potential litigation or other liability. In the event that future evidence is considered
to show that health risks exist, the use of wireless phones could be subject to regulations which, for
example, could limit emission levels from handsets or transmitter sites. Such regulations could have an
adverse effect on France Telecom’s operations and results.

France Telecom’s business may be affected by fluctuations in the financial
markets risk, including changes in interest rates.

In the ordinary course of its business, France Telecom is exposed to financial market risks, including
changes in interest rates. Where appropriate, France Telecom enters into derivative instruments to hedge
underlying exposures to changes in interest rates. The derivative instruments used by France Telecom are
described in Note 16.1 in the Notes to the Consolidated Financial Statements. France Telecom’s exposure
to market risk is set forth in “Item 11. Quantitative and Qualitative Disclosures about Market Risk —11.1
Sensitivity of indebtedness to the evolution of interest rates and exposure to market risks”.

France Telecom’s results and cash flows are exposed to currency exchange
rate fluctuations.

A significant percentage of France Telecom’s revenues and expenditures are accounted for and
incurred in currencies other than the euro. The principal currencies to which France Telecom was
significantly exposed during 2002 were the British pound, the Polish zloty and the US dollar. Where
appropriate, France Telecom enters into derivative instruments to hedge exposure to changes in foreign
currency exchange rates. France Telecom cannot guarantee that these derivative instruments will
effectively or entirely cover its risks. To the extent that France Telecom has not entered into derivative
instruments to cover a portion of the risk, or if its strategy in using these instruments has not succeeded,
France Telecom’s cash flow and revenues could be affected. The derivative instruments used by France
Telecom are described in Note 16.1 in the Notes to the Consolidated Financial Statements.

For consolidation purposes, the balance sheets of France Telecom’s foreign consolidated subsidiaries
are converted into euro at the period-end exchange rate, and their income statements and cash flow
statements are converted at the average exchange rate for the period. The impact of such conversion on
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France Telecom’s balance sheet and shareholders’ equity may be material. Period-to-period changes in
the average exchange rate for a particular currency can significantly affect reported sales and operating
and other expenses incurred in such currency as reflected in our income statement, and therefore could
materially affect its results of operations.

Risks relating to legal proceedings.

France Telecom is involved in several legal proceedings that are more fully described in “Item 4.
Information on France Telecom — 4.14 Legal Proceedings”. France Telecom’s position as the leading
operator and provider of networks and telecommunications services in France and one of the leading
telecommunications operators in the world subjects it to the scrutiny of its competitors and French and
European regulatory authorities. In addition, France Telecom is regularly involved in legal disputes with
competitors as a result of its leading positions in the fixed and wireless telecommunications markets in
which it operates. With the exception of the proceedings set forth in “Item 4. Information on France
Telecom — 4.14 Legal Proceedings”, France Telecom believes that none of these proceedings, taken by
itself, would have a material adverse effect on its financial condition or results of operations.

The price of France Telecom’s shares is volatile and may fluctuate due to
many different factors.

France Telecom’s share prices may fluctuate due to a number of factors, including:
° a change in France Telecom’s credit rating, or level of indebtedness or sales of assets;

° changes in recommendations made by financial analysts with respect to France Telecom’s
shares;

° changes in analysts’ forecasts regarding the markets in which France Telecom operates;

° an announcement by France Telecom or one of its competitors regarding strategic
partnerships, changes in its capital structure or other important changes in activity;

° the recruitment or departure of key employees; and
° general stock market fluctuations.

In addition, the share prices of Orange, Wanadoo and Equant, France Telecom’s listed subsidiaries,
may fluctuate, which could impact the financial condition of France Telecom or its share price.
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Item 4. Information on France Telecom

4.1 History and Development

France Telecom SA is a société anonyme, a form of corporation, incorporated under the laws of
France. Formerly a part of the French Telecommunications Ministry, France Telecom SA was created as a
distinct public sector operator in 1991. In 1996 it became a corporation (société anonyme) subject to
ordinary French corporate law and to specific requirements arising from its status as a majority State-held
company under French law and from the French telecommunications regulatory regime. See “— 4.15.2
French Regulation”. France Telecom’s bylaws specify that France Telecom’s duration is 99 years. France
Telecom is subject to French corporate law under applicable sections of French law no. 83-675 of July 23,
1983 (liberalizing the public service sector) and French law no. 90-568 of July 2, 1990 (reorganizing public
service postal and telecommunications services), as modified in particular by French law no. 96-660 of
July 26, 1996 (modifying France Telecom’s status, referred to as the FT Law). Under French law, the
French State maintains on a diluted basis over 50% of France Telecom’s share capital.

On March 5, 2003, the Minister of Economy, Finance and Industry presented a draft amendment to
Article 1-1 of the law of July 2, 1990 regarding the organization of public service postal and
telecommunications services to the French Cabinet (the Conseil des Ministres). In accordance with the
measures announced by the Minister of Economy, Finance and Industry on December 4, 2002, this
amendment will allow the French State to transfer its holding in the share capital of France Telecom to
ERAP (établissement public national a caracteére industriel et commercial). The draft amendment was adopted
by the Assemblée Nationale (one of the two houses of the French Parliament) on its first reading on March
18, 2003.

France Telecom’s registered office is located at 6, Place d’Alleray, 75505 Paris Cedex 15, and its
telephone number is: +33 (0)1.44.44.22.22. France Telecom’s agent in the United States, France Telecom
North America, is located at 1270 Avenue of the Americas, New York, NY 10020.

France Telecom is registered with the Register of Commerce and Companies of Paris under number
380 129 866.

The Post and Telecommunications Code and article three of law no. 90-568 of July 2, 1990, as
amended, define France Telecom’s corporate purposes, in France and abroad, as the following:

° to provide domestic and international telecommunication services;

° to provide telecommunications services related to the public service and, in particular, to
provide the universal telecommunications service and the mandatory services defined in
articles L. 35-1 and L. 35-5 of the Post and Telecommunications Code;

®  tosetup, develop and operate all telecommunications networks open to the public necessary
to provide these services and ensure their interconnection with other public networks in
France and abroad;

° to provide all other services, installations, terminal equipment, and telecommunications
networks, and operate all networks distributing audiovisual services, particularly radio,
television or multimedia broadcast services;

®  tocreate, acquire, rent, or assume facilities management for all the movable property, real
estate and businesses, to lease, install, and operate all establishments, businesses, plants, and
workshops related to any of the purposes defined above;

®  to obtain, acquire, use or transfer all processes and patents related to any of the purposes
defined above;
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° to participate, directly or indirectly, in all operations that may be related to any of the
purposes defined above through the creation of new companies or businesses, contribution,
subscription or the purchase of securities or corporate rights, acquisition of interests, mergers,
partnership or any other means; and

° more generally, any and all industrial, commercial, financial, securities or real estate
transactions related directly or indirectly, in whole or in part, to any of the purposes defined
above, any similar or related purposes, or to any and all purposes that could promote or
develop the business of France Telecom SA.

In October 1997, France Telecom’s shares were listed on the Premier marché Euronext Paris SA
(formerly the Bourse de Paris) and the New York Stock Exchange (NYSE), when the French State sold 25%
of its shares to the public and France Telecom employees. As of December 31, 2002, approximately 56.4%
of France Telecom’s shares were held directly by the French State.

The diagram below shows the principal operational subsidiaries and share holdings of France
Telecom SA as of March 1, 2003. The percentages indicated for each entity are direct control percentages
or, where France Telecom is held indirectly, have been calculated to reflect third party interests in

intermediate holding companies:

[
[ 1
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Dutchtone NV Orange A/S Wanadoo E-Merchant (1 100% — 42.3% L] 74%
100% 67.2 % 100% (France) (Senegal) (Vietnam)
(The Netherlands) T (Denmark) 1 (France)
France Telecom Technologies CTE
Mobinil Orange Dominicana Freeserve [ Internationales [ 51%
71.2%(2) 6% 100% 100% (EI Salvador)
(Egypt) 1| (Dominican Republic) [ (United Kingdom) (France)
FTCD (ex Innovacom SA) Ménatel
100% 47%
Orange Orange Cameroun Wanadoo Espagna | -
Cbte d'Ivoire [ 100% [ 100% (France) (Egypt)
K (Cameroon) (Spain)
(lvory Coast)
France Telecom Céable Jordan Telecommunications
o . 99.7% Company
Société Malgache Vista Cellular QDQ Média - — n
de Mobiles [ 51% [ 99.1% (France) 40%(6)
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17.5% L1 20.2%
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(1) This organizational chart does not show holdings in Germany (MobilCom) and Sweden (Orange Sverige) where Orange is
withdrawing from these markets.

(2)  Orange holds MobiNil under joint control with Orascom Telecom. Accordingly, under French GAAP, MobiNil’s financial and
operating data are proportionately consolidated at 71.25%, which corresponds to the percentage of control held by France
Telecom in MobiNil.

(3)  71.1% representing voting rights if the restatement for treasury shares is taken into account.

(4)  Holding company holding 100% of the share capital of TDF.

(5)  Within the framework of a consortium with Kulczyk Holding.

(6)  This percentage corresponds to the pro rata amount of share capital held by France Telecom in Jordan Telecommunications

Company through Jitco, which holds 40% of Jordan Telecommunications Company and, which is itself 88.0% owned by
France Telecom.

(7)  This percentage corresponds to France Telecom’s economic interest in Telecom Argentina.
(8)  On March 20, 2003, Orange signed an agreement with a view for the sale of its holding in Wind to Enel.
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In recent years, France Telecom’s business and the regulatory and competitive environments in
which it operates have undergone significant changes that have affected the structure of its revenues, as
well as its business and its internal organization. All sectors of the telecommunications market in France
were opened to competition as of January 1, 1998, whereas France Telecom previously had a monopoly
on the provision of fixed line services and faced only limited competition in most other business
segments. In addition, competition has evolved as a function of decisions taken by the French
telecommunications regulator, the Autorité de régulation des télécommunications (“ART").

From 1999 to 2001, France Telecom pursued a strategy designed to reinforce its competitive position
in this deregulated context, particularly by introducing new services and accelerating its international
development through external growth. By pursuing this strategy, France Telecom extended its activities
toward new areas of telecommunications services, including wireless telephony, the Internet and data
transmission services in France and internationally. Also as part of this strategy, France Telecom made
many strategic investments (acquisitions, minority investments, UMTS licenses) to reinforce its
businesses or to operate in markets in which France Telecom desired a greater presence. In particular, it
acquired Orange in 2000, Global One and Equant in 2000 and 2001, acquired interests in NTL from 1999 to
2001, the Polish operator TP SA in 2000 and 2001 and MobilCom in 2000, and acquired UMTS licenses in
various European countries during that period.

These strategic investments could not, for the most part, be financed through equity, requiring cash
payments and significantly increasing the France Telecom group’s debt. The decline in the markets, in
particular for telecommunications assets and activities, has prevented France Telecom from
implementing its debt reduction plans and its sale of assets has not generated sufficient funds for this
purpose.

To deal with this situation, in December 2002 France Telecom’s new management launched the
“Ambition FT 2005” plan, which is based on the “TOP” operational improvement program and on
strengthening the financial structure of France Telecom with the “15 + 15 + 15” plan. See “4.2 Strategy”.

There has been no indication of any public takeover by any third party in respect of France
Telecom’s shares which have occurred during the last and current financial years.

4.2 Strategy
4.2.1 “Ambition FT 2005” plan

Immediately upon his arrival at the head of France Telecom on October 2, 2002, Thierry Breton
commissioned a team of experts to carry out a complete review of France Telecom’s businesses and
financial situation (the “State of the Company” mission (Etats des Lieux)). The main conclusions of this
study were presented to France Telecom’s board of directors on December 4, 2002:

° from an operational perspective, France Telecom remains a competitive company with a
portfolio of assets that are leaders in their principal market segments with strong brands such
as: France Telecom, Orange, Wanadoo and Equant. However, given France Telecom’s strong
external growth and the organization put in place over the last few years, France Telecom has
not fully exploited its real potential to improve its operating margins;

® the level of debt is very high. During the 1999-2002 period France Telecom pursued very
substantial external growth that for the most part could not be paid for with shares. France
Telecom’s external growth cost €100 billion, approximately 80% of which was paid for in cash;
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Successive plans for reducing the company’s debt were not implemented due to the market
downturn, and the sale of assets was not sufficient to reduce levels of debt; and

although it was very responsive at the operational level, France Telecom was organized in an
excessively decentralized manner. The central functions did not have enough leverage to
develop potential synergies.

Based on the results of this “State of the Company” mission, France Telecom launched the Ambition
FT 2005 plan, based on four components:

“TOP”: a program to improve operational performance, which aims to be the motor for France
Telecom to generate during the period from 2003 to 2005 more than €15 billion in net cash
provided by operating activities less net cash used in investing activities. Those cash flows will
be allocated to debt reduction.

“15+15+15”: a plan to strengthen France Telecom’s financial structure:

— more than €15 billion in net cash provided by operating activities less net cash used in
investing activities, generated by the motor of the TOP program as described above and
allocated to debt reduction;

— €15 billion in additional equity, with the participation of the French State in its capacity
as shareholder pro rata to its shareholding interest of 56.4%, expected to be

approximately €9 billion;

— €15 billion from refinancing France Telecom’s debt.

These three initiatives will be implemented in parallel, with the objective of gaining greater
strategic and financial flexibility and achieving a net debt/EBITDA ratio of between 1.5 and 2 by the
end of 2005.

A strategy focused on customer satisfaction and integrated operational management of a
portfolio of assets comprising businesses that are leaders in their principal markets, with
strong brands such as France Telecom, Orange, Wanadoo and Equant. France Telecom will
consider divesting itself of assets with weak strategic or financial positions, or those for which
majority control is impossible. It will aim to develop strategic partnerships in areas that are
not part of its core business and where it cannot attain critical size on its own.

A significantly restructured management team with a simplified organization, clear
distinctions between the operational divisions and the central functions with responsibility for
the whole of France Telecom, and greater responsibility assigned to managers.

As a reference, net cash provided by operating activities less net cash used in investing activities,
amounted to €0.3 billion in 2002, as indicated in the table below:

2002
(€ millions)
Net cash provided by operating aCtiVities . .. .......ot ittt et 11,839
Net cash used in INVEStING ACLIVILIES . ... ..ottt e e e et e e e (11,514)
Net cash provided by operating activities less cash flow used in investing activities .............................. 325

The total net debt as determined for the purposes of the ratio of net debt/EBITDA mentioned above
amounted to €68.0 billion at December 31, 2002; it is described in Note 12 in the Notes to the
Consolidated Financial Statements. The measure of EBITDA as determined for the purposes of the same
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ratio, is operating income before depreciation and amortization and amortization of actuarial
adjustments in the early retirement plan; it amounted to €14.9 billion in 2002. In the future, the
information used to calculate this ratio will be, unless otherwise expressly indicated, those provided in
the consolidated financial statements. The information will, therefore, reflect changes to the scope of
consolidation, such as the effect of the sale of shareholdings.

“TOP” program

France Telecom’s return to a healthier financial situation depends above all on improvements in its
operational performances. The TOP program is France Telecom’s plan for improving its operational
performance. It aims to help France Telecom by 2005 achieve optimal levels of performance for each of
its activities and generate more than €15 billion in net cash provided by operating activities less net cash
used in investing activities over the 2003-2005 period, which will be allocated to reducing the debt.

The TOP program is based on revenue assumptions that France Telecom believes are conservative.

Between 2003 and 2005, the aim to generate net cash provided by operating activities less net cash
used in investing activities from performance improvements by reducing and optimizing investments by
approximately 40%, reducing operating costs by approximately 40% and benefitting other improvements
by approximately 20% (including improved working capital requirements).

In 2003, the impact is expected to come mainly from reducing and optimizing investments, given
the time needed to implement measures designed to cut operating costs. Purchases of property, plant
and equipment and intangible assets, excluding licenses, will be reduced to less than €7 billion in 2003
(compared to €7.4 billion in 2002), representing about 13% of consolidated revenues in 2003.

France Telecom’s goal is for net cash provided by operating activities less net cash used in investing
activities, for the 2003-2005 period to be generated primarily from fixed line activities in France
(approximately 40%) and from Orange (approximately 40%). The contribution from fixed line, voice and
data services—outside France would represent approximately 12% to 17% and from Wanadoo less than 3%.

According to France Telecom’s objectives, approximately 20 to 25% of the targeted amount of net
cash provided by operating activities less net cash used in investing activities is expected in 2003, 35% to
40% in 2004, and 35% to 40% in 2005. France Telecom has confirmed its objective of generating at least
€3 billion of net cash provided by operating activities less net cash used in investing activities to be
allocated to debt reduction in 2003.

Since the “Ambition FT 2005” plan was announced, France Telecom has made preparations for its
successful implementation. Each Executive Committee member is responsible for a program. Each
program is divided into clearly identified projects. There are approximately one hundred projects in total.

A certain number of projects are defined and controlled by the operational divisions: Large Business
Solutions, Fixed Lines Services and Distribution in France, Network and Operators, International, Orange
and Wanadoo.

There are also cross-company projects that encompass France Telecom’s different functions. These
are programs concerning purchasing, investments, general overhead, working capital requirements, the
information systems, research and development, communication expenses and the reorganization of
support functions (financial, legal, human resources and communication).

Approximately one hundred projects had been launched and their managers named at the end of
January 2003. A detailed action plan for each project has been defined and priority has been granted to
any action that can yield fast results (for example, the decision taken in December 2002 to end
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investments by Orange in Sweden). Ten of these projects alone account for 70% of the expected
performance improvements.

A central control unit, reporting to the Chief Financial Officer, provides the operational divisions
with support to help them achieve their objectives, organizes the reporting and monitors the whole of the
TOP program in order to warn the Executive Committee of any delays. It proposes, where necessary,
corrective measures or the launching of new projects.

Along with those working directly on the projects, all France Telecom employees have been
mobilized to become involved in the TOP program. France Telecom’s executives have a major role in
mobilizing their teams. To emphasize their responsibility for the success of the program, the Executive
Committee has decided to base the variable part of managers’ salaries on the results of the TOP program.

In addition, in order to increase the company’s reactivity and to accelerate its rhythm, the Executive
Committee has decided that the target results and budgets of all the divisions and the variable part of
their managers’ salaries will be redefined every six months.

The projects include:

. decreasing purchasing costs through savings in the various categories of ordinary course
services (90 identified categories to be treated in three phases over 18 months; the first phase
covering 30 of these categories has already started); decreases in the number of suppliers for
80% of France Telecom’s purchases, with a goal of more than €3.5 billion in savings between
2003 and 2005;

° implementing new procedures to monitor investments and to identify synergies;

° streamlining information systems: decreasing the number of ongoing projects by one-third at
the end of 2005; reducing the subcontracting rate (which fell from 50% at the end of 2002 to
45% in January 2003);

. decreasing advertising and communications expenses and other related activities with an
objective of decreasing costs by approximately €200 million in 2003, for a savings of
approximately €0.6 billion between 2003 and 2005;

° optimizing support functions for the finance, human resources and real estate departments
(decreasing the number of sites and rationalizing costs);

° decreasing working capital requirements, with an objective of decreasing costs by at least €0.5
billion in 2003 (working capital requirements amounted to €4.5 billion in 2002); and

. improving other areas, such as optimizing the distribution network in France; the restructuring
of intervention services and call centers in France; and outside of France, the restructuring of
Orange operations in The Netherlands and in Denmark and reducing headquarter costs.

For each of these major programs, France Telecom will communicate with investors on a quarterly
basis regarding the progress of the performance indicators that have been defined to monitor progress.
The first communication is expected in spring 2003. The indicators are as follows:

— working capital: average number of days for collection of receivables;

—  purchases: number of suppliers representing 80% of purchases; cumulative amounts of
gains related to the decrease in prices;

— information systems: number of ongoing projects;
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— cumulative advertising and similar expenses;
— investment costs per segment; and

— operating costs per segment.
As a reference, the table below sets forth information regarding external expenses for 2002.

(€ millions)

External expenses and other operating results and expenses ................ooiiiiiian... 21,677
Of which:
Purchases of equipment and merchandise ....... ... ... ... . i 3,620

Purchase of telecommunications services from operators (termination of calls, leased
lines, interconnection fees, payments to online service providers and other

INternational feES) .. ..ot 6,758
Studies, fees, sub-contracting (excluding information technology) .................... 1,640
Advertising, promotions and SPONSOFING . . . ... ...ttt e 1,232

For the year 2003, in the absence of a capital increase, France Telecom’s consolidated net debt is
expected to decrease from €68 billion at December 31, 2002 to less than €65 billion at December 31, 2003,
due to the €3 billion improvement in net cash provided by operating activities less net cash used in
investing activities, as indicated above.

The total amount of liquidity available to France Telecom SA from invested cash, net cash credit and
debit balances and available bank credit lines amounted to approximately €10.9 billion at December 31,
2002. Taking into account the issuances of bonds in January and February of 2003, for a total amount, net
of issuance fees, of €6.3 billion, France Telecom thus has €17.2 billion available to make loan repayments
(approximately €15.0 billion in 2003), including the January 1, 2004 maturity date for the convertible
bonds issued in December 1998 (approximately €2 billion). See Note 16.2 in the Notes to the Consolidated
Financial Statements. The amount of available liquidity, as described above, is also expected to include
net cash provided by operating activities less net cash used in investing activities, for which the goal is
more than €3 billion in 2003.

4.2.2 Strategic analysis of market growth and change
A growing market

The telecommunications services market is characterized by a high rate of innovation in uses and
new technologies. These services continue to increase their penetration and to grow as a percentage of
GDP or of household expenses.

In virtually every country, telecommunications expenses have grown as a proportion of GDP:

1996 1997 1998 1999 2000 2001

FranCe™ . 1.9% 2.0% 21% 24% 2.6% 2.7%
United-Kingdom™* .. ... ... 26% 2.7% 3.2% 3.5% — —
GeIMaANY ™ L 1.8% 2.1% 2.3% 2.5% — —

* Source: Calculations provided by the company on the basis of INSEE’s data

*x Source: OECD

Three main trends impact the growth and transformation of the communications sector:
A increasing connectivity: growth in the penetration of fixed line or wireless, high or low speed

devices that now allows virtually everyone access to multimedia services and has made
networks omnipresent in our daily lives and economy;
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° the multiplicity of network capacities, both local and long distance, that bear the promise of
ever more abundant and cheaper communications; and

®  the generalized networking of economic processes and of individuals’ daily activities, which
has led to deep interpenetration between networks and the computer applications that
support the networking processes.

The world market for telecommunications services was estimated at €1,160 billion in 2002 and in
spite of the economic slowdown, continues to show strong growth: 69 compared to 2001. This trend is
expected to continue until 2006 at a rate of about 5% per year in value (source: Idate). Idate has, however,
recognized that the European telecommunications market has experienced a significant slowdown in
growth in 2002 (slightly less than 7% on average in the European Union).

The sector’s global momentum can be explained by three main factors:

®  The first growth factor is the continuing spread of wireless telephony: the market grew by 15%
in value in 2002 and it is estimated that this expansion will continue at a rate of 8% per year
over the period 2003-2006. There are now more cellular telephones in service in the world than
there are fixed lines: 1,125 million cellular telephones compared to 1,060 million fixed lines at
December 31, 2002.

®  The second growth factor is the expansion of data services, estimated at 8% per year over the
same period (source: Idate).

° Finally, telecommunications benefit from the growth of revenues generated by the Internet,
due to strong demand for high speed access. These revenues grew by 25% in value in 2002 and
is expected to continue to increase at a rate of 15% per year until 2006. The number of
Internet users is expected to reach 950 million by 2006, compared to 590 million in 2002
(source: Idate).

This worldwide growth and change in market structure is especially noticeable in Europe and
France. The European market has been less affected by changes in economic conditions and is growing
faster than that of North America: a rate of 4% to 5% is predicted in Europe until 2006 (source: Idate).

In 2002, fixed line telephony represented only 37% of the Western European market, compared to
45% in 2000. Wireless phones, with an increase in value of 11% in 2002, have a central position in
interpersonal communication services (voice, SMS) as well as in the sector’s revenues: 44% in 2002, with a
penetration rate of 78.3% (source: Idate).

The other factor that is expected to ensure the sector’s continuing momentum, in conjunction with
the deployment of second and third generation wireless services, is data services (9% growth in 2002) and
particularly as part of high speed Internet services (source: Idate).

This market grew by 23% in Europe in 2002 and could represent over 12% of the sector’s business in
2006 (source: ldate). Internet penetration in Europe is gradually catching up with that of North America:
the number of European Internet users should rise from approximately 191 million in 2002 (source: NUA)
to approximately 221 million in 2004 and approximately 252 million in 2006 (sources: eMarketer, NUA,
Idate—2002).

Changes in uses

The telecommunication sector’s technological momentum has put a variety of means of
communication into the hands of its customers:

° fixed line and wireless telephony services;

° wireless data services (in particular SMS); and
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° communications services and access to information sites by Internet.

Each of these systems has its own characteristics and values for customers:

Type of service Main customer benefits (keywords)

Fixed line telephony . ....................... Real time, reliable, readily available

Wireless telephony . ................ ... Personalized, ubiquitous, modern, many
functions

SMS e Personalized, private, fast, cheap, constant

E-mail ... Constant, efficient, cheap, worldwide

INnternet .......ooviiiiiii Universal, efficient, worldwide, unlimited

Customers have understood these characteristics and diversified their methods of communicating
to take advantage of them: they now have “communications” (telephone calls, SMS, e-mails, sessions on
the Internet, etc.) using all of these means, depending on their own expectations and the properties of
these tools:

. synchronous or asynchronous communications;
. sociable or utilitarian communications; and
° communications with a person or executing a transaction.

France Telecom therefore no longer believes that it should focus its attention solely on the number
of minutes of voice calls carried on the switched telephone networks but rather that it should now look at
the total number of “communications” (in the sense indicated above) exchanged by customers in order to
understand the changes in the markets.

France Telecom estimates that the number of communications per French inhabitant per month
has increased from 20 in 1990 (almost entirely telephone calls, with some telematics) to 100 in 2002,
which number includes approximately 60 fixed line or wireless telephone calls, about 20 SMS or e-mails,
and over 20 Internet sessions. These estimates, which should be considered as orders of magnitude, are
based on its traffic observations of its fixed-line and wireless telephone subscribers and the average
length of their calls, as well as surveys about Internet use.

Using assumptions that France Telecom believes to be relatively conservative (including only
generally accepted assumptions about Internet development in France and a trend toward the usage
times and numbers of SMS or e-mails that are observed in more advanced countries such as the United
States), France Telecom estimates that the total number of communications per French inhabitant per
month might total some 200 in 2010.

This diversification and increase in use obviously occurs in different ways, depending on the
customer’s needs and resources. France Telecom’s surveys show that some customers mainly use wireless

phones and the Internet, others only wireless phones and others only fixed line phones.

Throughout the recent period of development of communication options and as customers
gradually adapt to their use the services offered are extremely fragmented:

° customers use multiple mailboxes (fixed, wireless, Internet) and several address books (stored
in the memory on their fixed line phone, wireless phone and Internet messaging system, etc.);

®  they have separate “identities” for each of the services used (telephone numbers, e-mail
addresses);
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° their chosen applications are sometimes incompatible with those of their correspondents (as is
presently the case with instant messaging programs); and

®  there are numerous online payment methods, which are not universally accepted by
merchants.

France Telecom believes that these integration issues reduce customers’ ease of use and impede the
optimization of efficiency gains from the increasingly numerous and sophisticated services and tools,
resulting in a risk of a slowdown in market growth.

France Telecom therefore believes it must be able to offer its customers the services that will allow
them to recreate a unified communication space which will mitigate, as much as possible, the complexity
of the various telecommunications networks; it must also be able to offer them simple, user-friendly
handsets. To this end, as an example, the following must be offered to them:

®  single sign-on points;

. messaging services that can forward messages to each other according to the customer’s
instructions; and

. address books that can be “synchronized” with each other.

4.2.3 France Telecom’s strategic vision

France Telecom'’s defined mission is to make it easy for consumers and businesses to use its services
to:

° communicate better;

. use an increasingly broad variety of communications services; and

o be more efficient in the use of telecommunications equipment.

As a multi-service and multi-brand group, France Telecom is ideally positioned to understand the
expectations of its customers and define the portfolio of products to meet the specific needs of each
customer category.

As an innovative company equipped with a research and development center with global expertise,
France Telecom is also ideally positioned to develop easy-to-use services with seamless access, whatever
the access network: fixed line, wireless or the Internet.

The strength of an integrated enterprise
The integration of France Telecom’s group offers four primary benefits:

° the ability to develop and deliver essential features that give customers effective and
“seamless” use of the range of communication services in each market where the France
Telecom group is present;

® the ability to integrate these services within global offers to the extent that customers’ wish
this and regulations permit it;

® the ability to offer customers, within its distribution network, a broad range of services that
cover most of their needs and provide them with full assistance; and

° the opportunity to improve efficiency and productivity by sharing pooled expertise and
processes within the France Telecom group.
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France Telecom’s top priority will be to develop the service elements that will allow customers to
move easily from one service or network to another, so that customers can transmit or replicate their
identities, address books, etc. The three types of fundamental services are:

®  context management services: primarily identity management, authentication management,
presence management, contact list management, and payment management;

° communication applications such as messaging, instantaneous messaging, chat groups and
other discussion forums; and

A personal or collective productivity services such as agenda management or generic workflows.

These fundamental services will be particularly effective when they are implemented by the
companies of the France Telecom group. Naturally, these services will not be reserved only for France
Telecom group companies to the extent that almost all of these functions must also operate between the
services of France Telecom group companies and other market players. The ability of customers to
communicate freely with all of their contacts depends on this development, as does the growth of the
market, given the fact that new services develop even more quickly as use spreads among the different
market players, and the fact that the market is “self-educating” (what is usually called the “network
effect”).

Therefore, the different companies of the France Telecom group, which all carry strong brand
names (France Telecom, Orange, Wanadoo, Equant), enjoy an independence of development to the extent
that they are addressing different customer needs and priorities or significantly distinct user segments.

Working as a unit and through cooperative efforts, the goal of these companies will be to enable the
group to offer its customers the best combination of services available on the market.

They also give the France Telecom group a portfolio of activities that places France Telecom in a
position to capture the global growth in the market, better than a single business could, given the
diversification in customer uses and the fact that customers can now, or will be able to in the near future,
substitute one service for another based on growth in the performance of communication tools and
changes in the customers’ own communications needs.

Although the substitution of services is working to the detriment of phone calls between fixed lines,
the development of the Internet (both low and high speed), as well as the growth in the number of calls
between fixed lines and wireless telephones, by contrast is adding to the use of the fixed network. France
Telecom believes that this trend will continue, and that the intensity of fixed network and wireless
network use will continue to show strong growth.

Technological growth naturally drives a leading edge operator like France Telecom to upgrade its
networks continually, for example by deploying ADSL (Asynchronous Digital Subscriber Line) on its fixed
networks and UMTS on its wireless networks; these new technologies allow the deployment of new
functions on these networks and lead, in the medium term, to the replacement of earlier technological
generations. This sequence of progressive functional improvements and replacements is the normal life
cycle for telecommunications networks, and the means by which high-tech, leading edge operators
develop new uses for their customers and increase the size of the market they serve.

A strong capacity for innovation

France Telecom believes it can implement this strategy for the rapid development of the services it
offers because it has an R&D team of approximately 3,000 engineers with world class expertise in the
essential fields of communications technologies:

®  network technologies: very high speed transmission on fixed networks, optimized use of the
Hertz spectrum, new generations of IP networks;
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° functional and applied “middleware”: communications middleware (identity, presence,
localization, contact list, profile management), security technologies, payment mechanisms,
technologies to manage conditional access and rights; and

° application level: development, integration and distribution of applications; development
interfaces (“API”), context portability mechanisms, home gateways, home networks, image
processing.

This breadth of expertise and the in-depth understanding of customer expectations that France
Telecom draws from the scope of its business portfolio gives the France Telecom group a unique ability to
identify new uses, and to develop in advance the new global services expected by customers. France
Telecom and its research team also have extensive long term experience in collaborative projects with a

variety of partners. This combination of expertise is available to all the companies of the France Telecom
group and gives them a competitive advantage.

The strength of an international group

Within Europe, France Telecom believes that two of the countries where it is currently established
(France and the United Kingdom) are clearly strategic. France Telecom holds strong positions in these
markets at the competitive level, the markets are economically sustainable, and they already form a
strong strategic base for the vision described above.

Beyond that, France Telecom believes that Europe is its new domestic market.

With the aim of focusing on its most strategically important and profitable assets, France Telecom
has begun to reexamine all of its other subsidiaries and interests, and will decide in the near future
whether they should be retained within France Telecom’s portfolio on the basis of two types of criteria:

Strategic criteria:

° market growth and profitability;

. quality and sustainability of the competitive position;
° potential for synergies with other assets; and

° control of the company or clear potential to gain control.

Financial criteria:
. operating income before depreciation and amortization;

. operating income before depreciation and amortization less tangible and intangible
investments (excluding acquisitions of licenses);

. contribution to credit rating/ratios assigned by credit rating agencies, and in particular the
impact on the ratio of net debt/ EBITDA; and

A potential for creating value through sale or partnership.
The TOP program nevertheless does not rely on an asset sale program.
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This analysis is expected to result in the streamlining of France Telecom’s businesses with a
renewed focus on its most strategic and profitable assets. Once the program to reduce debt has been
successfully completed, France Telecom will reconsider its international expansion strategy. France
Telecom believes that, in any event, strengthening the competitive position of its current operations and
rapidly improving the profitability of these operations are its top priorities, and that these actions will
improve its attractiveness and ability to act no matter how the European market further develops.

Focus and partnerships

France Telecom intends to remain focused on its core business, which it believes to be the
development of its assets and expertise in the activities of network deployment and operation, the
development and marketing of network services and end-to-end connection services (in all fixed line or
wireless technologies, all technical protocols, and in all configurations of use whether in public or private
networks). In addition, a fundamental aspect of its expertise and its mission is to assist customers in using
its networks and services by providing the consulting and integration services required to implement
communication services.

France Telecom intends to rely on partnerships with equipment manufacturers or service providers:

° in all areas of activity that it believes to be outside its core business, such equipment used by
its customers, software applications, or content; and

° in all areas of activity to develop its own services where it believes it may not have a critical
mass of expertise available.

4.2.4 Major axes for implementing France Telecom'’s strategy
Principal technological initiatives

Taking full advantage of technological innovation is a major aspect of France Telecom’s strategy. In
the short and medium term, the main technologies that will be introduced in its network and that are
considered as the most promising are the following:

° UMTS, which has a very strong potential, but for which development and handset costs are
still high. Orange has planned a limited commercial launch in the United Kingdom and trials in
France, both in 2003. Sites are still being acquired for the deployment of this technology;

®  the specification on the new handsets of interfaces that are easy to use and intuitive. For
example, Orange has launched a “signature” program to personalize the ergonomics of its
handsets, that is expected to enable it to facilitate learning and use of new services to give
Orange an advantage by differentiating itself from its competitors;

®  the wireless network Wi-Fi is expected to grow strongly as of 2003. France Telecom has already
made an official announcement on the launch of its Wi-Fi services which complement its
Internet and cell phone services;

° ADSL video: France Telecom will launch a trial in 2003;

° ethernet Giga: France Telecom has launched its proposal to connect its clients at more than
600 Mbits/s;

° virtual private networks for small- and medium-size businesses (Oléane offers have been
launched);
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° the Centrex IP, which simulates the functions of a PBX to the IP norm by using the peer-to-
peer approach; and

®  single authentification protocols that allow secured access management to be applied to all
online services. France Telecom is a founding member of the “Liberté” alliance, which defines
these protocols.

Strategy in the area of fixed line services
Developing voice calling uses and maintaining market share

Since January 1, 2002, competition for traffic has been completely open in France, for both long
distance and local calls, following the introduction of the pre-selected carrier option for local calls. In this
context, France Telecom’s share of long distance traffic (domestic and international calls combined)
ceased to decline and is stable at approximately 64%. France Telecom’s share of local traffic was over
80% at December 31, 2002.

France Telecom’s strategy in this area is described below:

. continue to expand usage by introducing new rate plans (the average fixed line traffic from
French households is somewhat less developed than in a number of comparable foreign
countries). In particular, this is expected to result from the development of flat rate traffic
plans; the percentage of consumers having subscribed to such plans was approximately 20% in
2001 and the goal is for it to reach 40% in 2004;

° gradually increase the percentage of recurring income in customers’ bills by gradually
adjusting the amount charged for subscriptions, adding more service options and gradually
increasing the number of calling packages. In 2002, the recurring portion of sales of services
and products of total telephone and Internet access sales was 44%, up substantially from 39%
in 2001. France Telecom’s strategy is to continue to boost sales at the same pace over the next
few fiscal years to achieve a level of 60% in 2004; and

° maintain France Telecom’s market share based upon the quality of its products and services
rendered to customer through a commercial network unequaled in France.

Expanding higher speed Internet access

Higher speed Internet access brought about by ADSL is a top priority for France Telecom because it
will produce a return on all the capital spending already incurred in both the copper pair network serving
customers and the carrier network.

Broadband has become part of the mass market since ADSL was introduced on the market in
December 1999, following a few difficulties early on regarding the regulatory framework allowing
competitors to launch their services effectively. It is now a part of everyday life in France. At the end of
2002, 1.4 million customers were connected to high speed Internet using ADSL installed by France
Telecom, including over one million using Wanadoo and 400,000 using competing Internet access
providers or IP purchasing the ADSL from France Telecom wholesale. This reflects a threefold increase in
the number of customers in one year. In addition, almost 21 million telephone lines were connectable to
ADSL, i.e., domestic coverage equalled 71% of the French population.

In France, at year-end 2002, 18% of households and small- and medium-sized businesses connected
to the Internet were using high speed access. This figure increased substantially in the fourth quarter 2002
and France Telecom’s goal is to double the total number of ADSL access lines in 2003. France Telecom’s
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goal is that revenues related to ADSL grow to be between €800 million and €1 billion in 2003. High speed
Internet access will become the norm and France Telecom’s objective is that the percentage of
households with high speed lines will surpass 40% in 2004.

Managing an ARPU strategy and improving the EBITDA margin

After a decline in total ARPU from fixed-line services in France in 2001 due to the loss in sales from
local traffic opened to pre-selection, France Telecom’s medium term objective is to stabilize the ARPU
level.

In 2002, it was slightly below €39 per line and per month (net of call termination refunds to wireless
operators), and telephony accounted for about 70%, with subscriptions and traffic each accounting for
half of that amount, and the remaining 30% consisting of data revenues (including leased lines),
interconnection revenue and online services (i.e., in particular reselling high speed Internet access to
Wanadoo and its competitors).

According to France Telecom’s estimates, the growth in Internet access revenues and data revenues
should more than offset falling revenues from telephone traffic; the percentage accounted for by
telephony would then amount to approximately 62% of the ARPU in 2005. This shift would lead to an
increase in EBITDA margin in the segment “Fixed line, voice and data services — France”.

Corporate data services
“e-transformation” — helping corporations move into e-business

For corporations to keep their competitive edge, the quality of customer relations, improved
internal processes and efficient employees are vital. In these three areas, it is essential for corporations
to move into e-business and become Internet players if they are to improve their performance. The
value-added networks and solutions now offered by France Telecom are helping achieve this
“e-transformation”.

In this market, the main goal is to provide corporations with high speed interconnection services,
which leads to faster e-transformation. By rapidly exchanging a growing amount of data, and developing
permanent links among certain sites, high speed services bring corporations closer to their customers,
employees and partners. In France, approximately 200,000 sites were equipped with high speed access at
the end of 2002, which is twice the number in the previous year. The main reasons for choosing high
speed lines are to access private networks and for Internet connections. These access lines can reach
speeds as high as 1 Gbit/s in optical technology. Some 80% of corporate websites have access to DSL
technologies. This applies to all sectors and all corporations.

A collaborative approach has already become one of the keystones of France Telecom’s plans. From
hosting sites to managing customer contacts, including security tools, the France Telecom group offers
the “e-transformation” services, that help to simplify working relationships within the company and
relationships between companies and their environment.

France Telecom data revenues (not including leased lines) have increased regularly at the rate of
about 18% since 1998, to €1,530 million in 2002. France Telecom anticipates a similar increase in 2003 and
2004.

To boost demand, France Telecom plans to use the following growth drivers:

. sell more high speed access and transport to corporations;
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° increase the number of corporations using virtual private networks;
° make IP use widespread as a medium of communications among and between corporations;
° develop network security solutions;

° offer solutions to businesses enabling them to manage their relationships with their own
customers (solutions combining the Internet and call centers);

° provide them with all solutions enabling employees to connect to the company (via e-mail,
directories, applications, etc.) from a wireless or Wi-Fi network;

° develop corporate portals or portals by business sector; and

° develop Internet sales to small- and medium-sized businesses.

Consolidating Equant’s leading position

Widely recognized as a leading international services company in the area of managed data
networks for multinational corporations, Equant operates one of the largest data networks in the world. It
covers 220 countries and territories, with local help services in 165 of them. Backed by over 50 years’
experience in this business, Equant serves thousands of major corporations worldwide, with the largest
number of customers on the market in terms of management services for data networks (Source: Gartner
Group).

The merger with Global One enabled Equant to increase its customer base substantially, expand its
services plan and improve its network performance. Equant’s goal is to consolidate its global leadership
position in data services for multinational corporations. To achieve its goal, Equant plans to:

. increase its market share;

° develop direct and indirect sales networks;

° expand its product range, especially in IP;

° continue to improve customer relations and quality of service; and

° consolidate and continue to develop the network.

4.2.5 Wireless strategy

In Europe, the wireless market is undergoing three major changes that will have a significant impact
in terms of competition and the strategy of the different players:

° the market is gradually maturing, reaching the natural limits of penetration by wireless
handsets;

° the multi-media services market is emerging, based on the GPRS norm, and later the UMTS
standard. According to Strategy Analytics (December 2002), the portion of revenues based on
serial transmission services in total wireless revenues is expected to increase from 9.5% in
2001 to 16.5% in 2003, as an average for operators in the European Union; and

° new competitors are arriving on the scene, particularly following the award of new UMTS
licenses.
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As a result, the market is undergoing a transition from a phase of acquiring new customers, with
high acquisition costs, to a phase aimed at retaining high revenue customers and increasing the value
from customers by expanding their use of existing services and adopting new services.

Improving performance

After the phase of intense network development and acquisition of new customers, Orange has now
refocused its strategy to achieve operational excellence by:

acquiring and retaining the best customers by refocusing on the value-based portion of market
share;

improving the cost structure; seeking synergies among its subsidiaries located in different
countries and reducing working capital requirements; and

strictly controlling investment projects, specifically timing the UMTS capital spending
schedule with the operational availability of equipment and handsets. France Telecom’s UMTS
strategy will be a pragmatic one. In the United Kingdom, where competition is intense (and
may well become more intense with the arrival of a fifth competitor, Hutchison 3g), UMTS will
be deployed in a limited area in 2003 as a technical and commercial test. The lessons learned
from this will be taken into consideration when UMTS is deployed in other countries, while
keeping in mind the particularities of local markets. In any event, the same amount of energy
will be devoted to acquiring and preparing sites designed to receive UMTS equipment. These
new sites can be used to increase the density of coverage by GSM networks where needed.

These last two points are very carefully managed as part of the “TOP” program, and the goal is to
increase net cash provided by operating activities less net cash used in investing activities, in an amount
of between €5 billion and €7 billion from 2003 to 2005. This will include improving performance, which
will be realized in the following manner: 50% of the total amount will come from reductions in investing
activities, 40% will come from reductions in operating costs and 10% will come from a reduction in the
working capital requirements, among others.

Developing uses in the area of corporate voice, data and services

Developing person-to-person calling uses (voice, SMS, MMS, instant messaging) is at the heart of
Orange’s strategy. These uses account for the largest portion of its revenues, and they represent a
substantial growth margin.

To develop related revenues, the strategy is based on the following priority areas:

in voice telephony, improving customer segmentation and implementing a rate strategy
aimed at transferring users from pre-payment status to rate packages;

an increase in the total number of customers actively using SMS and stimulating average use
by customers;

enriching user communications and making MMS as big a success as SMS;

bolstering Orange’s position in the corporate market, especially in countries where its market
share is still weak for historical reasons, and offering new integrated solutions like Internet
access and wireless e-mail for staff on assignment away from home (“Orange Business
Solutions” plans); and

working with handset manufacturers to improve the ergonomics of services provided by
Orange.
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Orange’s goal is to increase ARPU in both voice and non-voice services between 2003 and 2005 in
the most mature markets. In addition, Orange’s goal is that the portion of revenues from non-voice
services in the total revenues exceeds 25% between 2003 and 2005 in the most mature markets.

In the area of other multimedia services, Orange has a policy of relying on humerous partnerships to
provide services, as is already the case with SMS+ plans in France. Using this approach, the market of
cutting-edge service providers can be structured and expanded based on features specific to wireless
calling such as location and functions related to user authentication. This services industry and these
business plans are developed based on the services made possible by GPRS networks, which already
presage most of the services that may ultimately be provided on UMTS networks.

Providing an experience to users surpassing that provided by Orange’s
competitors

The features of the Orange brand that make it a leading European brand are:
o simple, innovative services offers;

° respect for the customer; and

o best quality of service in terms of coverage and reliability.

Although wireless competition may increase with the arrival of new players, Orange’s strategy is to
continue developing values that set the brand apart from its competitors.

4.2.6 Internet strategy

Wanadoo contributes to its users’ everyday lives by helping them to communicate better, to use
services that apply to their everyday lives and to access a vast world of knowledge. Wanadoo’s goal is to
enable each user to access its services easily, in complete confidence, everywhere and at all times.

Wanadoo also aims to achieve a better return on its business activities in order to rise to the ranks of
Europe’s most profitable Internet services and directory companies.

Wanadoo plans to bolster its position as a major player on a European scale, with solid positions
throughout the value chain in every one of its markets.

Together with its partners, it is building an open Internet world, with its multimedia, multi-speed,
multi-handset access channels, its communications tools, and its shopping, recreation, cultural and news
sites. It offers users practical services and appealing content every day, several times a day, as well as an
opportunity to create their own environment tailored to their personal and business activities.

Access

The Wanadoo access strategy is based on the following priorities:

Increasing the number of users in Europe

Wanadoo will continue to promote the growth of Internet access through its presence in all market
segments, offering innovative, reliable plans. To that end, it will make the best use of the different kinds
of networks, communications channels and handsets. Wanadoo’s markets will remain the domestic
markets of a number of countries as Wanadoo seeks first and foremost to bolster its position in the few
countries where it is already active: France, the United Kingdom, Spain and The Netherlands.
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Boosting average income per user

Wanadoo will continue its strategy aimed at expanding the number of paid access plans wherever
the France Telecom group operates in Europe. As a result, users without Freeserve subscriptions will, in
particular, continue to migrate to unlimited Internet access plans.

Expanding the number of high speed users

Wanadoo will continue to expand the number of high speed plans in its primary markets, and
especially in France, where the France Telecom group is backed by France Telecom’s deployment of the
ADSL network. At December 31, 2002, high speed subscribers accounted for over 16% of the Wanadoo
active user base in Europe (up from 9% at year-end 2001), and over 26% of active Wanadoo users in
France (up from 14% at year-end 2001).

Services and content

The services and content strategy is built around the following three priorities:

Retaining users and helping win new subscribers on the group’s
content-based portals and sites

Wanadoo will continue to expand, educate and retain users. Providing high quality services and
content is vital for retaining Internet users and increasing their Internet use. Wanadoo plans to continue
adding content and improving its portals on an on-going basis by entering into partnerships with top-
ranking service providers and by means of constant internal growth.

This will entail expanding communication services that generate a high rate of use. These services,
such as e-mail, messaging and communications tools, are vital for Wanadoo’s global potential in that they
reinforce the appeal of the Wanadoo brand, retain users and help to move users up from simple access to
high speed access (with games, for instance).

Wanadoo’s goal is to build one of Europe’s top three consolidated audiences, in both low and high
speed packages.

Achieving a return on Wanadoo’s portal users

Wanadoo holds a leading position in France in terms of audience and received the leadership award
granted by advertisers in the choice of their media. Wanadoo plans to bolster this position further and
expand its advertising market share, by using an aggressive innovation policy of innovation and by
launching new high and low speed advertising formats.

Wanadoo plans to develop two balanced, yet separate and complementary economic models:

®  turn the audiences and traffic into cash revenues through for advertisements or online sites
based on the conventional advertising model used for financing, content and services; and

. distributing content and services to users for a fee (Wanadoo subscribers and all Internet
users), based on the newsstand model (direct model). This model is new on the Internet and is
expected to quickly reach a point where it will account for a significant percentage of portal
revenues.

Developing printed directories on new media

Pages Jaunes is set to further penetrate, or reinforce its position in, the directory market with a
policy of innovative products and services and active prospecting for sales. Due to the steady increase in
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Internet advertisers, the average revenue generated per Pages Jaunes advertiser is expected, based on
Wanadoo’s estimates, to increase in the next few months.

Wanadoo’s overall goal is to increase its revenues by 25% in 2003 and to triple its operating income
before depreciation and amortization in 2003 compared to 2002. This will be achieved, in particular, by
obtaining positive operating income before depreciation and amortization in access, portals, and
e-commerce and by a 1% to 2% increase per year in its operating margin (operating income before
depreciation and amortization) for Pages Jaunes during the 2003-2005 period.

4.3 Business Overview
Description of the group

With 111.7 million customers in the world at December 31, 2002, and consolidated revenues of €46.6
billion in 2002 compared to consolidated revenues of €43.0 billion in 2001, France Telecom is currently
the principal telecommunications operator and network supplier in France and one of the leading
telecommunications operators in the world.

Over the past three years, France Telecom has intensified its activities outside France. International
revenues comprised 41.2% of France Telecom’s total revenues in 2002, compared with 35.8% in 2001 and
25.8% in 2000. France Telecom is developing fixed line, wireless and Internet offerings principally in other
European markets, where it operates in 15 countries other than France, as well as in other markets
throughout the world.

France Telecom provides consumers, businesses and telecommunications operators with a full
range of telecommunications services: wireless telephony via its subsidiary Orange, multimedia and
Internet via its subsidiary Wanadoo, fixed line voice and data services in France, and fixed line voice and
data services outside France (primarily through its subsidiaries Equant and TP SA).

Orange

In August 2000, France Telecom acquired Orange plc and later combined most of France Telecom’s
wireless businesses with those of Orange plc to create a European wireless operator within a group of
companies ultimately headed by Orange SA, a French société anonyme. France Telecom held 86.3% of
Orange’s capital at December 31, 2002.

Orange is one of the leading wireless operators in Europe. At December 31, 2002, it had
approximately 44.4 million customers worldwide in its controlled operations, and was present in 20
countries worldwide (including France), contributing revenues of €16.7 billion for 2002 (or 35.7% of the
consolidated revenues of France Telecom) and €14.8 billion for 2001. Orange SA has been listed on the
Premier marché of Euronext Paris SA and on the London Stock Exchange (LSE) since February 13, 2001. See
“4.3.1 Orange — Development of wireless communications services”.

Wanadoo

France Telecom conducts most of its multimedia and Internet activities through its subsidiary
Wanadoo SA. Wanadoo is a major player in the European Internet and directory market. At December 31,
2002, Wanadoo had 8.5 million active customers, 15.2 million unique visitors to its portals in December
2002 and 638,800 directory advertisers. It contributed revenues of €1.9 billion in 2002 (or 4.1% of France
Telecom’s consolidated revenues), compared to €1.5 billion in 2001. Wanadoo is the leading Internet
service provider in France and in the United Kingdom and a co-leader in Spain and is also present in The
Netherlands and Morocco. Wanadoo has more than 1 million high speed cable and ADSL subscribers in
France, and 238,000 online advertisers in its directories at December 31, 2002. Wanadoo SA has been
listed on the Premier marché of Euronext Paris SA since July 19, 2000. At December 31, 2002, France
Telecom owned 71.1% of the capital of Wanadoo. See “4.3.2 Wanadoo”.
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Fixed line, voice and data services — France

The fixed line, voice and data services segment in France is the largest contributor to France
Telecom’s consolidated revenues, with contributed revenues of €18.7 billion (or 40.1% of France
Telecom’s consolidated revenues contributed to France Telecom) at December 31, 2002 (compared to
€19.8 billion in 2001). As of the same date, France Telecom had 34.1 million installed telephone lines in
France, including 4.9 million ISDN lines and 1.4 million ADSL lines.

In a highly competitive national market, France Telecom’s share of long-distance traffic was stable
at approximately 64% in 2002, and its share of local traffic was over 80% at December 31, 2002. One of
France Telecom’s priorities in this segment is the development of ADSL Internet access. At the end of
2002, approximately 21 million lines were ready for ADSL connection, providing a coverage rate of 71% of
the French population. See “4.3.3 — Fixed line, voice and data services — France”.

Fixed line, voice and data services — outside France

The fixed line voice and data services segment outside France represented revenues of €9.3 billion
in 2002 (or 20% of France Telecom’s consolidated revenues), compared to €7.0 billion in 2001. France
Telecom conducts its activities through several subsidiaries, including TP SA and Equant. See “4.3.4 —
Fixed line, voice and data services — Outside France”.

In October 2000, a consortium headed by France Telecom acquired, via its subsidiary Cogecom, a
35% holding in TP SA, the parent company of Telekomunikacja Polska SA (“TP Group”), then increased
this holding in October 2001 to 47.5%, with 17.92% of TP SA still held by the Polish State and the
remaining 29.9% held by private investors. TP Group is the leading telecommunications provider in
Poland and offers a broad range of services that include fixed line telephony, domestic and international
long distance services, line leasing, radio communication and data transmission (including Internet
services). TP Group is also the majority shareholder of PTK Centertel, one of the three wireless operators
in Poland, in which France Telecom has a 34% interest, through its subsidiary FTMI. TP Group contributed
€3.5 billion to France Telecom’s consolidated revenues in 2002. See “4.3.4 — Fixed line, voice and data
services — Outside France — TP Group”.

In order to meet the data transmission needs of multinational businesses, France Telecom acquired
100% of the share capital of Global One in March 2000 and in June 2001 became the majority shareholder
of Equant NV (“Equant”), a Dutch company, holding approximately 54.2% of the share capital at
December 31, 2002. At December 31, 2002, Equant provided services to 220 countries and territories. The
new Equant, formed by a merger between Equant and Global One, has earned a position as one of the
leaders in global IP and data services for multinational businesses offering network and integration
services. Equant is listed on the Premier marché of Euronext Paris SA. Equant contributed €2.8 billion to
France Telecom’s consolidated revenues in 2002. See “4.3.4 — Fixed line, voice and data services —
Outside France — Equant”.

Principal Activities

France Telecom provides consumers, businesses and telecommunications carriers with a full range of
telecommunications services, including fixed line telephony services, multimedia wireless communications,
Internet, data transmission, cable television and value-added services. Following the acquisition of Orange
plc, the establishment of Orange as France Telecom’s principal wireless telephony subsidiary, the initial
public offering of its shares on February 13, 2001, and the initial public offering of Wanadoo shares on July
19, 2000, France Telecom decided in August 2000 to change the organizational structure of France
Telecom’s activities to better reflect its operations as of the year ended December 31, 2000. France Telecom
now organizes its activities into four major segments: (i) Orange; (ii) Wanadoo; (iii) Fixed line, voice and data
services — France; and (iv) Fixed line, voice and data services — Outside France.
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For a breakdown of France Telecom’s total revenues by business segments and geographic markets
for each of the last three fiscal years, see “Item 5. Operating and Financial Review and Prospects —
5.5 Recent Developments”.

4.3.1 Orange
Development of wireless communications services

In 1989, France Telecom established a new division to manage its wireless telecommunications
services and network. In 1991, France Telecom was awarded a GSM900 license (which was extended to
include GSM1800 in 1998) and began expanding its wireless operations internationally when it created its
subsidiary, France Telecom Mobiles International. France Telecom launched its digital network in 1992. In
1993, the wireless division was renamed France Telecom Mobiles, although it remained a division of
France Telecom.

In 1991, Microtel Communications Ltd., Orange plc’s predecessor company, which had been formed
by a consortium led and ultimately wholly-owned by British Aerospace, was awarded a license to operate
a GSM1800 digital network in the United Kingdom. In July 1991, a subsidiary of Hutchison Whampoa
purchased Microtel Ltd. from British Aerospace in exchange for 30% of that subsidiary’s shares. In October
1999, Mannesmann AG (Mannesmann) announced its offer to acquire all the issued share capital in
Orange plc. On December 23, 1999, while Mannesmann’s offer for Orange plc was still pending, Vodafone
AurTouch plc (Vodafone) made a formal offer to acquire the entire issued share capital of Mannesmann.
On April 12, 2000, the European Commission approved the acquisition of Mannesmann by Vodafone
subject to commitments by Vodafone to divest Orange plc and all of its subsidiaries.

In August, 2000, France Telecom finalized the acquisition of Orange plc for £25.1 billion, £13.8 billion
of which was paid in cash and £11.3 billion of which was in new shares of France Telecom, which France
Telecom agreed to repurchase in cash. The cost of the acquisition totaled €35.5 billion on a historical basis.
For a description of the financing conditions and the financial terms of the repurchase, see Note 3 to the
Notes to the Consolidated Financial Statements. In addition, France Telecom agreed to assume £1.8 billion
of Orange plc’s indebtedness, as well as the debt incurred by Orange 3G Limited, a wholly-owned subsidiary
of Orange plc, in connection with its successful bid for a UMTS license in the United Kingdom.

Wireless restructuring

In order to combine the large majority of France Telecom’s wireless operations with those of Orange
plc, France Telecom restructured its holdings to form a new group. On August 22, 2000, France Telecom
transferred its domestic wireless operation to Orange France (formerly France Telecom Mobiles), a
wholly-owned subsidiary. At the same time, France Telecom began the process of transferring, directly or
indirectly, certain other subsidiaries and interests, including Orange plc, to Orange SA, a holding company
for the new Orange group. These transfers were effected by a contribution by France Telecom or France
Telecom’s subsidiaries of the holdings in or shares of the relevant subsidiaries to Orange SA. These
operations occurred on December 29, 2000.

On February 13, 2001, Orange SA was listed on the Premier marché of Euronext Paris SA and the
London Stock Exchange. In June 2002, France Telecom purchased approximately 103 million additional
shares held by E.On following E.On’s exercise of a put option (see Note 3 in the Notes to the Consolidated
Financial Statements), or an additional 2.13% of the share capital of Orange SA, increasing its total
holdings in Orange SA to 86.3% at December 31, 2002.

In addition to certain less significant investments in the wireless sector, France Telecom also has
other holdings in wireless activities in Poland through PTK Centerel (for a description of the activity of TP
Group and PTK Centertel, see “4.3.4 Fixed line, voice and data services — Outside France — TP Group”)
and in Lebanon through FTML (for a description of FTML, see “4.14.3 International arbitration”),
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which France Telecom may transfer to Orange if legal conditions permit and depending on the outcome
of negotiations with its partners.

Wireless overview

Orange is one of the leading providers of wireless communications services worldwide. Orange owns
controlling or minority interests in wireless communications businesses that offer a broad range of voice
and data communications services in 20 countries worldwide (including France and the United Kingdom).

At December 31, 2002, Orange was present in markets covering a total population of approximately
550 million persons. The controlled subsidiaries of Orange had approximately 44.4 million customers
worldwide. Orange contributed consolidated revenue (after eliminations) of approximately €16.7 billion
for the year ended December 31, 2002, compared to €14.8 billion for the year ended December 31, 2001.

Orange’s principal subsidiaries have attained a strong competitive position in most of the countries
that they serve. In France, Orange’s network operator, Orange France, is the leading wireless
communications provider (based on number of active and registered customers) with a market share of
approximately 50% and approximately 19.2 million registered customers (including French overseas
departments and territories) at December 31, 2002. In the United Kingdom, its network operator, Orange
UK, has the highest market share despite being the last of the four network operators to enter that
market. At December 31, 2002, Orange UK had a market share of approximately 27.2% and approximately
13.3 million active customers. In the rest of the world, Orange had approximately 11.8 million customers
at December 31, 2002.

Historically, Orange has been principally focused on providing voice transmission over digital Global
System for Mobile Communications (GSM) networks and is at the forefront of developments in technology
increasing the speed and efficiency of its networks and in translating technologies into simple and effective
services for customers. For example, the roll-out of General Packet Radio Services (GPRS) has allowed
Orange to successfully launch its photo messaging service and, in conjunction with Microsoft, launch the
first Windowse powered smartphone, the SPV (Sound Pictures Video). Most of Orange’s subsidiaries offer
GPRS technology, although the content and services vary among the subsidiaries. Orange intends to remain
among the leaders of the wireless communications market through continued innovation.

In order to offer third generation services when the markets, services and technology permit,
Orange has participated in several UMTS award procedures in Europe. Orange’s controlled subsidiaries
have been awarded UMTS licenses in France, the United Kingdom, The Netherlands, Slovakia, Belgium,
Denmark, Luxembourg and Switzerland. Orange’s minority-controlled subsidiaries have been awarded
UMTS licenses in Austria, Italy and Portugal.

In December 2002, Orange announced its plan over the next three years to further accelerate cash
and profit generation. This plan, which covers the 2003 to 2005 period, aims to generate free cash flow,
net of cash from operations, net of cash flow used in investing activities, excluding cash flow from
acquisitions of €5 to 7 billion through a combination of more strict financial targets across the group and
more rigorous discipline on capital and operating expenditures. Orange intends to achieve its objectives
by improving its performance in the following manner: 50% of the total amount through reductions in
investments, 40% of the total amount through reductions in operating expenses and 10% of the total
amount through an improvement in working capital requirements. As a part of this strategy, Orange
decided to withdraw its operations in Germany and Sweden and announced that it intended to reduce
operating costs in many of its operations (including the United Kingdom, The Netherlands, Denmark, and
Switzerland) and has deferred much of its expenditure in 3G technologies (see “4.3.1.4 Other minority-
owned wireless operations in Europe — MobilCom (Germany)” and “4.3.1.3 Controlled wireless
operations in Europe — Sweden”), emphasizing the use of 2.5G technologies such as GPRS.
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Orange will take a pragmatic approach with regard to its strategy towards UMTS licenses. In the
United Kingdom, where competitive pressure is strong (and risks becoming stronger with the arrival of a
fifth competitor, Hutchison 3G), UMTS will be launched in a limited area in 2003 as a technical and
commercial trial. Orange will rely on information gained from this limited deployment for launches in
other countries, depending on local market conditions. In the meantime, Orange will acquire new sites
and will prepare existing sites for the launching of third generation services. The new UMTS sites allow
for increased density of GSM network coverage in those locations where it is needed.

Wireless markets

Orange operates in 20 different countries worldwide, including 9 controlled operations in Europe.
Orange’s core operations are in France and the UK.

Orange currently offers a wide range of wireless communications services, including voice telephony
based on the digital GSM technology. Orange has also begun offering wireless data transmission, including
photo messaging, wireless e-mail and web browsing, in certain of its European markets.

The following table lists the countries in which Orange currently has operations, the operators, the
percentage held in each operator, the total number of customers at December 31, 2002 and information
regarding the frequencies (GSM900/1800/1900) that it is authorized to use for its 2G operations. Unless
otherwise indicated, customer numbers are presented in terms of active customers. The definition of an
active customer takes into consideration local market factors and differs among certain operations of
Orange, especially its minority-owned interests.

Total number of
customers at

Percentage December 31, 2002 Award date of 3G
Country Operator interest® (in millions) 2G licenses®
France ................. Orange France 99.9% 18.50) GSM900/1800 August 2001
(Metropolitan France)
Orange Caraibe 100.0% 0.6 GSM900/1800
Orange Réunion 99.9% 0.16) GSM900/1800
United Kingdom ......... Orange UK 100.0% 13.3 GSM1800 September 2000
Rest of World
100% controlled
subsidiaries and
majority interests®
Belgium ................ Mobistar 50.8% 23 GSM900/1800 March 2001
Switzerland ............. Orange Communications 100.0% 0.96 GSM1800 December 2000
SA
Romania................ Orange Romania 67.8% 2.20) GSM900 —
Slovakia ................ Orange Slovensko 63.9% 1.7 GSM900/1800 June 2002
Egypt@ ... ... ECMS (MobiNil) 71.25% 1.6 GSM900 —
Denmark ............... Orange Denmark 67.2% 0.5 GSM1800  September 2001
The Netherlands ......... Dutchtone 100.0% 1.0 GSM900/1800 July 2000
lvory Coast .............. Orange Cote d'lvoire 85.0% 0.5 GSM900/1800 —
Dominican Republic ... ... Orange Dominicana 86.0% 0.4 GSM9o00 —
Cameroon® ............. Orange Cameroun 70.0% 0.3 GSM900 —
Botswana ............... Vista Cellular 51.0% 0.16) GSM900 —
Madagascar@® ............ Société Malgache de 33.6% 0.1 GSM900 —
Mobiles
Luxembourg............. Orange Luxembourg 100.0% — — June 2002
Rest of World
minority interests®
Thailand ................ TA Orange 48.9% 1.3 GSM1800 —
taly ...l Wind® 26.6% 8.70) GSM900/1800 October 2000
Portugal ................ Optimus 20.2% 1.99 GSM900/1800 December 2000
Austria ................. Connect Austria 17.5% 13 GSM1800 November 2000
Mumbai (India) .......... BPL Mobile 26.0% 0.60 GSM900 —
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(1) At December 31, 2002, directly or indirectly.

(2)  Orange holds MobiNil under joint control with Orascom Telecom. Accordingly under French GAAP, MobiNil’s financial and
operating data are proportionately consolidated at 71.25%. MobiNil’s total customer base (at 100%) is 2.3 million at
December 31, 2002.

(3)  France Telecom indirectly holds the remaining 30% of the share capital of Orange Cameroun through France Cable et Radio.
(4)  Orange holds 51% of Telsea, a holding company which holds 65.9% of Société Malgache de Mobiles.
(5) Registered customers.

(6)  Orange also holds a minority interest of 28.3% in MobilCom (Germany) and has announced its intention to withdraw from
this market.

@) For more information on UMTS licenses, see “Item 5. Operating and Financial Review and Prospects — 5.2 France Telecom'’s
Activity and Operational Results”.

(8) Orange owns 100% of Orange Sverige AB (Sweden) and has announced its intention to withdraw from this market.
(9)  Orange signed an agreement on March 20, 2003 related to the sale of its interest in Wind to Enel.

The costs of acquiring UMTS licenses are described in “ltem 5. Operating and Financial Review and
Prospects — 5.2 France Telecom’s Activity and Operational Results”.

4.3.1.1 Controlled wireless operations in France

The wireless communications market in France has grown nearly 30% in two years from
approximately 29.7 million users at December 31, 2000 to 38.6 million at December 31, 2002, representing
approximately 64% of the population (Source: ART). At December 31, 2002, France was Western Europe’s
fourth largest wireless communications market behind Germany;, Italy and the United Kingdom. Market
growth was 4.3% in 2002 and the market penetration rate of 64% at December 31, 2002 remained one of
the lowest in Western Europe. The priority in the French market has shifted from customer acquisition to
the creation of value and the development of customer loyalty. At December 31, 2002, Orange France had
approximately 19.2 million registered customers (including overseas departments) with a market share of
49.8% (Source: ART).

Prior to June 2001, Orange France operated three main brands: Itineris, OLA and Mobicarte, all of
which were rebranded Orange. According to a Sofres report, at December 31, 2002 the Orange brand had
a spontaneous recognition rate of 60%, an increase of 25% compared to the previous year. According to
Orange France’s estimates, at December 31, 2002, its network covered 99% of the French population
(excluding the overseas departments).

A GSM license was awarded to Orange France for a term of 15 years from March 25, 1991, expiring in
March 2006. In accordance with the conditions of the license, it is expected that the process for renewing
this license will commence in 2003.

In the French overseas departments, Orange Caraibe operates a GSM network in Guadeloupe,
Martinique and French Guyana under the brand Orange. Orange Caraibe had approximately 546,300
customers at December 31, 2002 compared to approximately 502,000 at December 31, 2001, representing
an increase of nearly 9%, despite a highly competitive environment. In early December 2000, Orange
Réunion launched its GSM services in La Réunion, where it competes with the existing network operator.
Orange Réunion had 139,300 customers at December 31, 2002 compared to 101,200 at December 31, 2001,
representing a 37.6% increase (Source: ART).

The procedure to award four UMTS licenses in France was a beauty contest. Only two operators,
Orange France and SFR, submitted applications and were awarded UMTS licenses by the French
government in the first call for tenders. After a revision of the terms of the license, the cost of each
license was a one-off license fee of €619 million, which Orange France paid in September 2001, and an
annual license fee of 1% of UMTS revenue. Following the second call for tenders by the French Secretary
of State for Industry for two more UMTS licenses, the final number of UMTS licenses awarded in France
was three, with Bouygues Telecom having obtained its license on the same terms as the license awarded
to Orange France and SFR. The UMTS license awarded to Orange France in August 2001 for a period of 20
years from the date of its award, provides that Orange France should, amongst other things, deploy its
UMTS network during a period from mid-2003 (58% coverage rate in voice and data transmission at 144
Kbits, 7% coverage of the population

50



at 384 Kbits) to mid-2009 (98% coverage rate and 17% of the population, respectively), though without
providing for a calendar for penalties. Pursuant to the telecommunication regulations law of 1996 (“Loi de
réglementation des télécommunications”), the ART may suspend the license, reduce the obligations or
impose a financial penalty of up to 3% of Orange’s revenue or 5% in the event of repeated breaches of
the conditions of the license.

The following table presents information regarding the principal characteristics of the French
wireless market and of Orange France, including, unless otherwise indicated, the overseas departments.

December 31,

2000 2001 2002

Total market penetration rate in France (9%0)™ . ... ...t 494 61.6 64.0
Wireless customers in France (millions)(™ . ........ ... 29.7 37.0 386
Contract (MULIONS) . .. oot e e e e 16.5 189 21.5
Prepaid (MmUlions) . .. ..o 13.2 181 1741
Orange France customers (Millions)™ .. ... . i e 14.3 17.8 19.2
Contract (MULIONS) . .. oot e e e e 79 94 107
Prepaid (MmUlions) . .. ..o 64 84 85
Market share of Orange France (%0)1) ... ... ittt 48.2 482 49.8
Orange France’s network coverage (% of population)® ......... ... ... ... ...... 99.0 99.0 99.0

(1) Information on total market penetration, wireless customers in France, and market share is provided by the ART. Orange
France has 19.2 million registered customers (including overseas departments and Mayotte) and an active customer base of
18.8 million (including overseas departments) under the ART definition (the number of clients who have made or received a
billable or non-billable telephone call in the last three months, excluding SMS). The information on customer numbers for
2000 has been restated for the reclassification of Compte Mobile Orange (“CMQ”) customers from prepaid to contract. This is a
hybrid tariff with two options: a contract for €10 per month (since December 2002) with prepayment of airtime and a
contract for €18 per month (since December 2002) which includes 60 minutes of airtime and the possibility to prepay
additional airtime. Customers use a prepaid voucher to recharge their account. Previously, CMO customers were included in
prepaid; however, following a review of Orange’s definitions, CMO customers were reclassified as contract customers during
the third quarter of 2001.

(2) Excluding the overseas departments. Information based on estimates provided by Orange France.

Service plans

Orange France offers two types of service plans, contract plans and prepaid plans, targeted at
different categories of users.

Contract plans. Orange France offers two categories of contract plans, an “adjustable” contract plan
and a “mobile account” contract plan, with every contract customer having the option to be billed per
second from the very first second. The Orange France adjustable contract plan, with the “optima” service
option, is designed for high volume users and automatically adjusts their monthly bill to the most
advantageous amount of monthly contract hours (within a range of 2 to 15 hours). The optima service
option is free for the first two months. Subsequently, the subscriber may choose to continue to benefit
from the automatic adjustment, keeping the optima service option, or may choose from one of the other
Orange France plans offering different fee options by simply calling customer service. In either case, the
customer has the ability to change contracts from one month to another at no extra charge. Orange
France also offers targeted rate plans for students, families and businesses.

The Orange France “mobile account” contract plan is designed for occasional users who are more
budget conscious. Mobile account users can choose between three plans, the “one-hour mobile account”,
the “subscription with mobile account” or the “SMS Orange plug with mobile account.” The one-hour
mobile account plan is an all inclusive contract, which includes rollover minutes. When the one-hour
credit has run out, additional airtime can be purchased. There is no expiry date on mobile account
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talktime credit. With the “subscription with mobile account”, customers pay a low monthly subscription
charge and purchase the airtime they require by recharging their mobile accounts by credit card,
Mobicarte recharges or a debit from a bank or postal account.

The “SMS Orange plug mobile account” includes 150 SMS (Short Message System) and one hour of
access to Orange plug exclusive services. Designed in particular to attract the adolescent market, it also
offers customers the ability to make calls by recharging their mobile account.

The adjustable contract plan is available for minimum periods of 12 or 24 months and the mobile
account plan for a minimum period of 12 months. Users who choose to sign up for 24-month subscriptions
benefit from a discount. After the end of the minimum contract period, subscriptions can be cancelled
with one month’s prior notice.

Prepaid plans. “Mobicarte” is the Orange France prepaid plan and is based on the principle of “no bill
- no contract”. In conjunction with the introduction of the Orange brand in France, Orange France
lowered the mobicarte tariffs, implemented a new loyalty program and offered prepaid-based roaming in
Europe. Following the introduction of the euro in France, Orange France also launched a new Mobicarte
rate plan called “Choose your own off-peak”, which allows customers to choose their own off-peak times
with a 50% discount and a new range of prepaid top-up cards for €15, €25 + €5 and €35 + €10, with bonus
minutes on the €25 and €35 top-up cards.

The Orange.fr Portal

The wireless multimedia portal, Orange.fr, offers a full range of services designed for mobility.
Orange France customers have access to their favorite content without limit. The Orange.fr portal had
over 2.0 million users at December 31, 2002. The principal benefits of the Orange.fr portal are:

° ease of use;

° availability on the largest range of color handsets;
° its communication services; and

° its selection of content.

Orange.fr offers a selection of permanently updated events, communication and agenda services as
well as several content services. An easy to use search function allows them to quickly locate the best
content and services on the portal. A wireless mail address (telephone number@orange.fr) is also made
available to customers of Orange.fr and customers may also exchange information and meet people using
the Orange chat site.

In June 2002 Orange France launched the “Unlimited Orange offer” which allows customers
unlimited access to wireless multimedia services at a cost of €6 per month. At December 31, 2002 over
520,000 customers had subscribed to this option.

At December 31, 2002, 9,415,000 Orange France customers had WAP handsets of which
approximately 2,200,000 were active WAP customers, defined as customers who used WAP services at
least once during the month of December 2002 (as compared with 1,303,000 at December 31, 2001).
Moreover, at December 31, 2002, Orange France estimates that 160,000 customers were using its GPRS
technology.

Orange Business Solutions

Orange France aims to assist companies to achieve mobility on a day-to-day basis, and with that in
mind, in January 2001 a new managerial division, Orange France “Enterprises”, focusing on the business
market, was created.
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Orange France “Enterprises” makes use of Orange’s marketing know-how when making proposals for
innovative solutions adapted to the needs of all its customers, whether small to medium-sized companies
or major accounts. Orange France’s community commercial network guarantees personal contact with
companies, while its dedicated customer service and technical help centers operate 24 hours a day, seven
days a week, placing over 1,000 staff at the disposal of its business customers. Orange France “Enterprises”
is also supported by the technical expertise of France Telecom.

Orange France “Enterprises” provides:
° Voice services, with options allowing optimum handset management and cost control; and

° Secure data solutions, allowing access to messaging, company information, specialized
professional applications (Intranet) and wireless Internet services.

Sales and distribution

Orange France sells its products and services in metropolitan France through an extensive range of
distribution channels:

° Orange France registered approximately 41% of its new customers through France Telecom’s
network of approximately 630 retail outlets during 2002. These retail outlets are located
throughout France, and they sell products of France Telecom and its group companies
exclusively.

° Orange France registered approximately 25% of its new customers during 2002 in
supermarkets and department stores.

° 2,000 independent distributors sell Orange France’s products along with those of its
competitors. This distribution channel registered approximately 16% of Orange France’s new
customers during 2002.

° Orange France has also developed its own network of retail outlets. Orange France had opened
approximately 110 “Mobistore” shops at December 31, 2002 and gained approximately 6% of
its new customers through these retail outlets during 2002.

° The Orange France “Enterprises” offers are marketed through networks that are specialized in
the sale of services to businesses, including the Large Account Agencies (5) and the Business
Agencies (26) of France Telecom, approximately 50 France Telecom Professional sales outlets,
and approximately 80 independent specialized distributors. These specialized “business”
networks contributed nearly 8% of the new customers in 2002.

° Sales of Mobicarte refills are mainly handled through retail stores, including tobacconists, and
partially through France Telecom retail outlets (which accounted for approximately 8% of
sales of Mobicarte refills during 2002).

° Orange France is decentralized and focuses on creating and maintaining a close relationship
with distributors. Since February 2002, it encompasses a dedicated sales team, numbering 146
sales people at the end of December 2002.
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Customer Service

Orange France’s customers have access to Orange France’s 6,500 customer service specialists seven
days a week. Orange France has 42 call centers in total, nine of which are directly owned, the rest of
which are outsourced. Each of them is assigned customer satisfaction target objectives. In addition,
customer service is also available through France Telecom’s approximately 630 retail outlets and Orange
France’s approximately 110 Mobistore shops. Finally, Orange France customers are able to access certain
customer service features through the Orange.fr Internet portal, which allows them to review billing
information, modify their service plan or select a new plan.

4.3.1.2 Controlled wireless operations in the United Kingdom

The number of wireless communications users in the United Kingdom has grown approximately
22% in two years from approximately 40.1 million customers at December 31, 2000 to approximately 48.9
million customers at December 31, 2002, representing approximately 82% of the population. At
December 31, 2002, the United Kingdom was Western Europe’s third largest wireless communications
market, based on number of users, behind Germany and Italy, even as market penetration rates have
stabilized in the United Kingdom. The wireless communications market in the United Kingdom grew by
approximately 8% during 2002.

At December 31, 2002, Orange UK had approximately 13.3 million active customers and an
estimated market share of approximately 27.2% of active customers in the United Kingdom.

A GSM license was awarded to Orange UK for a term of 25 years from July 25, 1999, expiring in July
2020.

Orange UK’s network is one of the largest digital networks in the United Kingdom and, based on its
own estimates, provides coverage to approximately 99.4% of the population. On September 1, 2000,
Orange 3G Limited, a wholly owned subsidiary of Orange UK, was awarded, for approximately €6.3 billion
(£4.1 billion), one of the five UMTS licenses in the United Kingdom for a duration of 20 years. This license
was for a 2 x T0MHz spectrum and a 1 x 5MHz spectrum. For operational reasons, the license has been
revoked and reissued to Orange UK. Pursuant to the license, Orange UK should be able, amongst other
things, to provide telecommunications services to at least 80% of the population of the United Kingdom
by December 2007. The UMTS license may be revoked following a material breach of one of its terms. If a
UMTS license is revoked, modified or surrendered, no reimbursement will be made except in exceptional
circumstances.

The table below presents the principal characteristics of the wireless telecommunications market in
the United Kingdom and the activities of Orange UK.

December 31,

2000 2001 2002

Total market penetration in the United Kingdom (%)™ ......................... 68.0 79.0 820
Wireless customers in the United Kingdom (millions)™ . ......................... 40.1 44.6 489
Contract (MIUONS) . ... v 12.7 13.8 159
Prepaid (MIllioNS) . ... 274 309 33.0
Orange UK active customers (millions)™ .. ... ... . i 9.8 124 133
Contract (MIUONS) . ... v 31 38 42
Prepaid (MIllioNS) . ... e 67 86 91
Market share of Orange UK (%0)(1) . ...ttt e e 250 27.7 272
Network coverage of Orange UK (% of population)™ ........................... 99.0 99.0 994

(1) Information provided by Orange.
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Service plans

Orange UK offers two types of service plans for personal customers and a service plan targeted at
businesses.

Pay monthly plans. In September 2002, Orange launched “Your Plan”, an all inclusive package that
allows customers to build their own service plan, choosing inclusive minutes of talk time, text messaging,
a photo-messaging bundle, and the Orange Access Pack which offers multimedia services such as news
updates, games, and sports information. Customers receive a specified amount of talk time for a fixed
monthly charge, which can be used to make calls to other operators’ networks as well as for Orange to
Orange calls, fixed line calls and calls to the Orange Answer Phone. There are no peak or off-peak rates
and customers pay an additional set price for any excess talk time used. They may also roll-over any
unused minutes for use in the following month.

With the “Talkshare Plan”, customers can share their talk time and services among multiple users
and receive one bill. For an extra monthly charge customers can also receive additional off-peak minutes
and discounted text and photo messages.

Orange UK believes that it offers the best value for money in the United Kingdom and subsequently
developed the “Orange Value Promise”. This promise provides that if an Orange UK customer or potential
Orange UK customer believes that a digital package available from another UK network operator would
better suit them than any of the Orange UK service plans, Orange UK undertakes to provide them with
the equivalent on the Orange UK network. Orange UK then bills that customer in substantially the same
way as does the competitor for all charges.

Customers that subscribe for Orange UK pay monthly service plans and “Orange Value Promise”
service plans may normally terminate their service plan by providing one month’s prior written notice,
subject to a minimum initial period, which is typically 12 months.

For businesses, Orange offers a full range of targeted flexible voice and data plans. The plans were
launched under the name “Your Plan for Business” and include a new tariff based on usage which rewards
customers based on their total usage and number of Orange terminals held per business. The plans
include a talk time range from 2,000 to 10,000 inclusive minutes per month. In addition, a new group
tariff has been launched. Existing tariffs for national, international and roaming services, as well as
telemetry complete the range. For smaller businesses, Orange offers voice and data plans from the “Your
Plan” range, or talk plans available from the “Your Plan for Business” range.

Pay as you go plans. Orange “Pay as you go” allows customers to purchase a handset and buy talk
time when and as they need it. Orange currently offers its pay as you go service without a fixed service
charge; talk time vouchers do not have expiry dates and customers do not enter into a minimum term
contract for their service.

Orange now has three “Pay as you go” service plans, offering flexibility and choice. “Choose your
own off peak” offers customers competitively priced peak and off-peak rates and the opportunity to
choose their own off-peak time band. “Talk and save”, launched in 2001, is a sliding scale tariff designed
for high users who prefer to pay as they go. “Fixed rates all day”, a new service plan launched in
November 2002, is a flat rate tariff for people who want total clarity on their call charges. There are no
minimum term contracts for any of the “Pay as you go” service plans.

Orange UK Multimedia

In August 2002, Orange launched a new multimedia mobile portal and a range of services optimized
for color handsets including the Windows® powered SPV (Sound Photo Video). Orange UK transformed its
billing approach for consumer data services by introducing flat monthly fees for unlimited WAP access

55



over HSCSD (High Speed Circuit Switched Data) and GPRS. Orange UK customers can now use and enjoy
a large range of content and services, including:

° news, sports, games, ringtones, pictures, entertainment, cinema, traffic, horoscopes, weather
and travel services;

° the ability to personalize news that is important to them, such as real-time updates on their
favorite football team, band or celebrity, and to be alerted by SMS the instant such news
breaks;

° advance booking for the cinema via WAP;

. mobile shopping services for goods such as CDs, DVDs, books, flowers and chocolates using
SMS and WAP;

. personal e-mail, diary and alerts — customers can receive an SMS on their handset as a
reminder of dates and events that are important to them, such as meetings and birthdays;

®  video clips and MMS alerts of news and events ranging from sports, business and music to
celebrity gossip and Ananova “quirkies”, which are original and funny stories featured on the
Ananova website; and

® the ability to manage their Orange UK account online. Customers can check how many
inclusive minutes are remaining, view their bills for the last three months and change their
service plans.

At December 31, 2002, the users of the new multimedia mobile portal represented approximately
1.9 million active clients.

Orange Business Solutions

At the beginning of 2002 Orange UK launched Orange Business Solutions as a fully integrated
business unit dedicated to meeting the wireless needs of medium sized and corporate businesses and
public sector organizations. Orange Business Solutions is responsible for full end-to-end management of
its customers and employs a Customer Development team of around 230 people and a dedicated
Customer Service team of over 500 people. Orange Business Solutions is committed to further developing
the business market and extending its sales reach through its direct sales and account management and
by working with a range of partners.

Orange Business Solutions offers an extensive portfolio of business specific products and services
including a flexible range of voice options, Orange Business Text Messaging, wireless e-mail and a series
of other innovative wireless services. Orange Business Solutions has also launched Machine-to-Machine
services, the Orange Sales Accelerator and Orange Service Accelerator, which allow businesses to
remotely access their sales support and service management system.

Sales and distribution

Orange UK sells its products and services in the United Kingdom through a wide range of
distribution channels (Source: Stockist Database).

° During 2002, Orange UK registered approximately 8% of its gross connections through general
retailers.
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° Approximately 5,400 specialized distributors and retailers offer Orange service plans and sell
Orange Pay as you go vouchers. During 2002, these outlets accounted for over 2.4 million new
Orange UK gross connections, or approximately 67% of Orange UK’s gross connections.

° Orange UK distributes Orange products and services through its own retail stores that sell its
services exclusively. In 2002, Orange UK’s retail stores accounted for approximately 600,000
new Orange UK gross connections, and 18% of Orange UK’s gross connections. During 2002,
the number of retail stores increased from 200 to 245.

. Orange UK’s Business Solutions team accounted for approximately 200,000 new Orange UK
gross connections, or 6% of Orange UK’s gross connections.

° Individuals are able to subscribe for Orange UK products and services and buy accessories
through the Orange UK website and through telesales operations, which account for
approximately 2% of Orange UK’s gross connections.

Customer Service

Orange UK has focused its customer service activities on building direct relationships with
customers and on offering a wide range of direct customer services. Orange UK'’s customer service
representatives have access to customer registration, billing and handset provisioning systems, coverage
maps and customer management facilities through its information technology systems. These systems
also provide data to management and marketing personnel who monitor customer satisfaction, identify
trends in calling patterns, target network expansion and support sales and marketing functions.

4.3.1.3 Controlled wireless operations in Europe

France Telecom’s controlled wireless operations in Europe are discussed below.

Belgium

Orange provides wireless services in Belgium through its subsidiary, the Mobistar group (Mobistar
and Mobistar Corporate Solutions). Mobistar was formed in 1995, awarded its GSM900 license in the same
year and launched its network in 1996. Mobistar’'s GSM900 license includes access to the GSM1800
frequencies when capacity constraints require it. At December 31, 2002, Mobistar estimates that its
network covered approximately 99% of Belgium’s population and Mobistar had a market share of
approximately 30.4% with an estimated 2.3 million active customers. Orange holds approximately 50.8%
of Mobistar, approximately 19.6% is held by a consortium of financial investors, approximately 4.7% is
held by another investor and the remaining 24.9% is held publicly, following Mobistar’s initial public
offering of shares on Euronext Brussels in October 1998.

The market penetration rate has stabilized in Belgium at approximately 73.7% at December 31,
2002. Mobistar was the second entrant in the wireless market in Belgium and at December 31, 2002 was
second in terms of market share (Source: Mobile Communications).

In order to improve the quality and capacity of its network, Mobistar launched a GSM1800 network
in 2001. Mobistar introduced wireless data services by opening its own portal (M-World) in May 2000.
Mobistar rolled out its GPRS network with an estimated 99% population coverage in January 2001, and
was the first operator in Belgium to launch commercial GPRS services for the Belgian business market in
May 2001. Mobistar has offered GPRS handsets since May 2001 and offered GPRS services for the
residential customers since August 2002. It plans to launch MMS services for the residential market in the
first half of 2003.

Mobistar distributes its services through major retail outlets and more than 100 specialized retail
shops. Mobistar was awarded fixed line telephony and infrastructure licenses during the course of 1998
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and offers an indirect access telephony service to the residential and small to medium business markets.
Mobistar also provides fixed line telephony, high speed data and wireless services to the corporate market
through its subsidiary, Mobistar Corporate Solutions, which was launched in 1999.

On March 2, 2001, Mobistar purchased a UMTS license from the Belgian government with a term of
20 years, for the minimum bid price of €150 million. The terms and conditions of the license provide that
Mobistar should deploy its network between 2005 and 2008. After an additional grace period, the license
may be revoked and fines imposed for failure to meet the obligations of the license.

Mobistar had approximately 1,700 full-time equivalent employees at December 31, 2002.

Luxembourg

Orange holds 100% of the share capital of Orange Communications Luxembourg SA. Orange
Communications Luxembourg SA was incorporated in May 2002 and was awarded a UMTS license in
Luxembourg in June 2002 for a fixed term of 15 years. Two other operators, PTT Lux and Tango, have also
been awarded licenses. Orange paid an initial application fee of €60,000 and will have to pay a small
spectrum management fee along with an annual license fee of 0.2% of UMTS revenues or a minimum of
€200,000. The specific terms of each operator’s license are confidential. The general terms of the awarded
licenses provide that the operators must commence operations by August 2003 with a coverage rate of
95% of the population.

Orange Communications Luxembourg SA was in the process of launching service and had no full
time equivalent employees at December 31, 2002.

Switzerland

Orange provides wireless services in Switzerland through its subsidiary Orange Communications SA,
which was formed in January 1998 and awarded its GSM1800 license in May 1998. At December 31, 2002,
Orange Communications SA estimated that its GSM network covered over 97.8% of Switzerland’s
population and had a market share of 17% with 963,000 active customers. Orange owns 100% of the share
capital and voting rights of Orange Communications SA.

The market penetration rate has stabilized in Switzerland at 78.9% at December 31, 2002. Orange
Communications SA was the third wireless communications provider to launch service in Switzerland and
at December 31, 2002 was third largest in terms of market share.

Orange Communications SA introduced WAP services in June 2000, Orange Fast Data (HSCSD) in
August 2000 and its mobile Internet portal in November 2000. In 2001, Orange Communications SA
introduced specific tariffs for high SMS users and the first family tariff plan in Switzerland. Orange
Communications SA launched its MMS services on October 24, 2002 and the Windows® powered SPV
phone in November 2002.

On December 6, 2000, Orange Communications SA was awarded, for CHF 55 million, or
approximately €35 million, a UMTS license for a duration of 15 years. This license was for 2 x 15MHz
spectrums. Three other licenses were also awarded to Swisscom Mobile AG, TDC Schweiz AG and 3G
Mobile AG. The terms and conditions of the license provide that Orange Communications SA should,
among other things, reach a coverage of 50% of the population by 2004. The license may be withdrawn if
the licensee fails to meet this obligation. Fines may be imposed in an amount up to 10% of the revenues
for the financial year prior to the awarding of the license.

Orange Communications SA had approximately 1,600 full-time equivalent employees at December
31, 2002. In line with Orange’s plan to further accelerate cash and profit generation, Orange
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Communications SA is restructuring its operations to reduce its headcount, operating costs and
expenditures.

Orange Communications SA acquired 100% of VIAG EuroPlatform AG on July 29, 2002. VIAG
EuroPlatform AG owns a license to operate a GSM1800 network in Liechtenstein. VIAG EuroPlatform AG
operates under the brand name of Look and had approximately 144 customers at December 31, 2002.
Market penetration in Liechtenstein is approximately 67.5%. VIAG EuroPlatform AG’s GSM network
enables roaming synergies with Orange Communications SA. VIAG EuroPlatform also holds a UMTS
license in Liechtenstein.

VIAG EuroPlatform had approximately five full-time equivalent employees at December 31, 2002.

The Netherlands

Orange provides wireless services in The Netherlands through its wholly-owned subsidiary,
Dutchtone NV. Dutchtone NV, formed in 1997, was awarded its national GSM 1800/EGSM license in
February 1998, and began operating its GSM network in January 1999. Orange plans to rebrand Dutchtone
NV’s operations under the Orange brand before the end of March 2003.

At December 31, 2002, Dutchtone NV estimates that its network covered 99% of the Dutch
population, and Dutchtone NV had a market share of 8.6%, with approximately 1.0 million active
customers.

The market penetration rate has stabilized in The Netherlands at approximately 74.6% at December
31, 2002. At December 31, 2002 Dutchtone NV was the fifth largest wireless operator in The Netherlands
in terms of the number of customers. Dutchtone NV introduced WAP services in October 2000 and GPRS
services in December 2002. Dutchtone NV distributes its services through approximately 1,000 retail
outlets and owns 29 retail shops through its subsidiary Dutchtone Retail BV, which was formed following
the acquisition of the telecommunications retail chain Proxicom BV.

On July 1, 2000, Dutchtone Multimedia, which was subsequently merged with Dutchtone NV,
received one of the five UMTS licenses awarded following an auction held by the Dutch government. This
license cost €436 million, has a term of fifteen years and covers 2 x T0MHz spectrums and a 5SMHz
unpaired spectrum. The terms and conditions of the license provide that Dutchtone should be in a
position to provide coverage of the major cities in The Netherlands by 2007. The license may be revoked
for failure to meet the conditions in the license.

In April 2002, Dutchtone NV entered into a joint venture with Ben Nederland BV for the roll out,
operation and maintenance of UTRAN (UMTS Radio Access Network). The joint venture, Rann BV, allows
both companies to share the costs of establishing their 3G networks. Dutchtone NV and Ben Nederland
BV will share the physical network and UMTS sites, but each will offer its own separate service.

Dutchtone NV and Dutchtone Retail BV had 1,335 full-time equivalent employees at December 31,
2002. In line with Orange’s plan to further accelerate cash and profit generation, Dutchtone NV is
restructuring its operations to reduce headcount, operating costs and expenditures.

Romania

Orange provides wireless services in Romania through its subsidiary Orange Romania (formerly
Mobil Rom). Orange Romania was formed in 1996 and awarded its GSM900 license for a period of 15 years
in the same year. Orange Romania rebranded its operations under the Orange brand on April 5, 2002. At
December 31, 2002, Orange Romania estimated that it covered approximately 95% of Romania’s
population and had the second largest market share in the country with approximately 2.2 million
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registered customers. Orange holds 67.8% of the share capital of Orange Romania, with 20.7% of the
share capital held by the AIG consortium and the remaining 11.5% owned by other minority shareholders.

The Romanian wireless market increased 63% in 2001 and 31% in 2002 in terms of number of
customers. Orange Romania was the fourth wireless operator to enter the Romanian market and is
currently the second largest in terms of market share (Source: Mobile Communications).

A UMTS license tender is scheduled to take place in Romania for mid-2003. Orange will decide at the
time of the UMTS license tender whether or not it will participate.

Orange Romania had 1,382 full-time equivalent employees at December 31, 2002.

Denmark

Orange provides wireless and other communications services in Denmark through its subsidiary
Orange A/S. Orange A/S was formed in 1997, was awarded its GSM1800 license in the same year and
launched its network in 1998. Orange A/S also received a GSM900 license in 2000, enabling it to extend its
network coverage. At December 31, 2002, Orange A/S estimates that its network covered 98% of
Denmark’s population and it had a market share of approximately 12.2% with 0.5 million active
customers. Orange holds 67.2% of the share capital of Orange A/S, with 22.9% held by a consortium of
financial investors and 9.9% held by Finansministeriet, the Danish Ministry of Finance. In addition, Orange
A/S is party to a dispute with minority shareholders concerning the conditions of the spin-off of
subsidiaries and the contribution of Orange A/S’s Internet activities to Wanadoo (see “4.14 Legal
Proceedings”).

The market penetration rate has stabilized in Denmark at approximately 78.6% at December 31,
2002. Orange A/S was the fourth wireless operator to launch services in Denmark and at December 31,
2002 was third largest in terms of market share.

Orange A/S owns a high capacity national network for fixed-line voice services and it estimates that
it provided both direct and indirect fixed-line services. Orange A/S estimates that it has a market share of
3%, amounting to approximately 76,000 private customers at December 31, 2002. Orange A/S also has
tailored fixed-line offers for business customers.

Orange A/S was awarded one of four UMTS licenses following an auction in September 2001 at a
cost of approximately Dk. Kr 950 million (approximately €128 million). The UMTS license is for a period of
20 years commencing from the date of issue. Under the terms of the UMTS license, Orange A/S must
achieve network coverage of 30% of the Danish population by 2004. The Danish market regulator
oversees compliance with the terms and conditions of the wireless license and may make decisions,
impose daily fines and in certain circumstances revoke the license if its terms and conditions are not
followed. A licensee may incur penalties, as defined by Danish law, if the rate of coverage provided by the
license is not met.

Orange A/S had approximately 1,000 full-time equivalent employees at December 31, 2002. In line
with Orange’s plan to further accelerate cash and profit generation to accelerate the rhythm in which it
generates assets and profits, Orange A/S is restructuring its operations to reduce headcount, operating
costs and expenditures.

Slovakia

Orange provides wireless services in Slovakia through its subsidiary Orange Slovensko. Orange
Slovensko was formed in 1996 and awarded its GSM900 license in the same year. On March 27, 2002
Orange Slovensko rebranded its operations under the Orange brand. In August 2001, Orange Slovensko’s
license was extended to GSM1800. At December 31, 2002 Orange Slovensko estimated that its network
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covered 98% of Slovakia’s population and it had the largest market share in the country with
approximately 1.7 million active customers. Orange holds 63.9% of the share capital of Orange Slovensko,
with the remaining share capital held by several private investors.

The Slovakian wireless market, in terms of number of customers, grew by 33% in 2002 and
approximately 75.5% in 2001. Orange Slovensko was the second wireless operator to enter the Slovakian
wireless market and at December 31, 2002 was the leader in terms of market share (Source: Mobile
Communications).

The rate of market penetration stabilized at 53.2% at December 31, 2002.

On June 28, 2002, Orange Slovensko was awarded a UMTS license for approximately SKK 1.5 billion
(approximately €35 million) and an annual license fee of 0.08% of the revenue generated through the
license. The UMTS license is for a period of 20 years commencing from the date of issue. Under the terms
of the UMTS license, Orange Slovensko may be required by another national operator to achieve network
coverage of 20% by 2006 in order to enter into a roaming agreement with that operator.

Orange Slovensko had approximately 1,136 full-time equivalent employees at December 31, 2002.

Sweden

Orange owns 100% of Orange Sverige. Orange Sverige was awarded a UMTS license in Sweden in
December 2000. This license is for a term of 15 years. In January 2002, Orange Sverige acquired a one-
third equity interest in 3G Infrastructure Services AB (3Gis), a UMTS infrastructure joint venture between
Europolitan Vodafone and Hi3G.

On December 19, 2002, Orange announced its intention to withdraw from the Swedish market in
direct response to the pressures placed upon it by the UMTS license requirements and market conditions.
Orange Sverige is currently significantly reducing the size of its operation with a redundancy program
affecting its remaining employees. The withdrawal from the Swedish market led to a provision of €252
million in the consolidated financial statements at December 31, 2002 (this provision includes licensing
fees, closing costs, depreciation of intangible assets and provisions covering Orange’s existing contractual
commitments in Sweden at December 31, 2002). A small team will be maintained in Sweden to continue
to evaluate Orange’s future opportunities.

Orange Sverige had approximately 234 full-time equivalent employees at December 31, 2002.

4.3.1.4 Other minority-owned wireless operations in Europe

Wind

Orange provides fixed line and Internet services in Italy through its minority interest in Wind.
Orange holds slightly less than 26.6% of the share capital of Wind, and ENEL, the Italian electricity

producer, holds the remaining 73.4%. France Telecom signed an agreement with ENEL on March 20, 2003
relating to the sale of its 26.6% interest in Wind. See “4.5 Divestitures-Wind”.

Wind was the third entrant in the Italian wireless market and was the third largest in terms of
market share at December 31, 2002. Wind was formed in 1997 and was awarded a GSM900/1800 license in
1998. Wind launched its GSM network in March 1999. At December 31, 2002, Wind estimates that its GSM
network covered 98% of Italy’s population and it had a wireless telecommunications market share of
approximately 15.5% with approximately 8.7 million registered customers.

The market penetration rate has stabilized in Italy at 92.1% at December 31, 2002. At December 31,
2002, Italy was Europe’s second largest wireless market with approximately 53 million users.

On October 31, 2000, Wind was awarded, for €2.43 billion, a UMTS license for a period of 15 years,
which was extended to 20 years in 2002. This license is for 2 x 10MHz spectrum and 1 x 5MHz spectrum.
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Four other licenses were also awarded. Wind also has a license to create a fixed-line infrastructure and
provide and operate fixed-line telephony services. The terms and conditions of the license provide that
Wind should have coverage of the regional capitals by mid-2004 and the provincial capitals by the end of
2006. The Italian regulator may suspend, revoke the license or impose on Wind, in a proportional manner,
specific measures guaranteeing the compliance with the terms of its license.

Wind launched consumer Internet services in November 1999, which included free connection and
notification of e-mails via SMS text messaging. Wind’s portal, In Wind, also came on line at that time. In
October 1999 Wind became the first operator in Italy to offer an integrated platform for voice and data
transmission. In 2000, Wind began offering WAP services and Asymmetrical Digital Subscriber Line, or
ADSL, connectivity.

Wind also provides direct and indirect fixed line voice telephony services in Italy. At December 31,
2002, Wind, after taking into account the contribution of Infostrada, provided fixed line services to
approximately 7.4 million customers and had more than 3.4 million recorded Internet subscribers. Wind
has complete coverage of the Italian population for fixed line services in competition with Telecom lItalia.
Wind uses its fixed line and wireless network to promote fixed/wireless convergent services to its
customers. Wind has an interest in a 50/50 joint venture with the Greek electricity company, PPC, to
provide fixed line telephony services in Greece.

Wind targets corporate customers using its fixed/wireless convergent services and has started
offering innovative products such as wireless data transmission on its wireless network.

The agreements governing relationships between the France Telecom group, Enel and Wind provide
for the obligation for the France Telecom group and Enel to finance the development of Wind in the limit
of a business plan approved by them. France Telecom holds an option to purchase a portion of the Wind
shares held by Enel, sufficient to increase its equity interest in Wind to 76.6% of Enel’s interest. This
option can be exercised at any moment between July 31, 2003 and January 31, 2004 at market price as
determined by investment banks or, if Wind is listed, a price fixed between a range of 15% over and
below the IPO price of Wind plus 10%. The market price for the purposes of these agreements is the price
per share which a third party would pay to acquire all the shares on the basis of evaluations made by
investment banks.

The agreements governing relationships between the France Telecom group, Enel and Wind give the
France Telecom group certain rights over important decisions concerning Wind, and notably a qualified
majority of 83% for the adoption of any decision in an extraordinary shareholders’ meeting. The adoption
by the board of directors of certain important decisions needs the favorable vote of at least one of the
directors appointed by the France Telecom group. In the event of a deadlock on the board of directors
over decisions needing a favorable vote of at least one of the directors named by the France Telecom
group, after a mediation procedure, the decision is taken on the basis of an expert opinion. In the event of
a deadlock in an extraordinary shareholders’ meeting, over a decision needing a qualified majority, the
party whose position is not met following a mediation and arbitrage procedure has a put option over all
its shares at market price plus 25%.

Moreover, France Telecom also holds a put option of its Wind shares to Enel at market value (as
defined by the agreements) exercisable at any moment in the event of a disagreement between France
Telecom and Enel as to a decision made or adopted by Wind if France Telecom makes its disagreement
known and the decision is not revoked within a certain timeframe.

Call options are also planned in the event of a change in control of the shareholders. Finally, in the
event of violation confirmed in an arbitration ruling, the non defaulting party has the right to purchase
the shares of the defaulting party at market price.
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France Telecom assigned counter-guarantees in favor of Enel, the majority shareholder in Wind, to
cover a portion of the guarantees that Enel granted to financial institutions relating to (i) deferred
payment of Wind’s UMTS license and (ii) annual payments made by Wind for rights of way to Italian
railroads regarding Wind’s right to use railroad infrastructures for its fixed line telephony activities. France
Telecom’s remaining obligation for these guarantees was €152 million at December 31, 2002.

This amount represents Orange’s share, or 26.58%, in Wind’s remaining obligations that expire on
December 31, 2010.

As part of the strategic review of its investments performed in the fourth quarter of 2002, France
Telecom has reassessed the value in use of Wind. This has been determined on the basis of a multicriteria
approach.

On this basis, an impairment charge of €1,695 million has been recorded of which €371 million
through shareholders’ equity (including €320 million for the group share) for the amount of revaluation
previously recorded via shareholders’ equity (see Note 3) and €1,324 million in non operating charges (i.e.,
€1,142 million group share).

Moreover, additional provision for risks related to Wind, amounting to €303 million was recorded at
December 31, 2002 in other liabilities.

This depreciation has been allocated firstly to the intangible assets arising in Wind from its
regrouping with Infostrada.

Wind had 8,006 full-time equivalent employees at December 31, 2002.

MobilCom

Orange holds 28.3% of the share capital of MobilCom. According to information published by
MobilCom, 42.2% of MobilCom’s share capital is held by a Trustee, with the balance of 29.3% being held
by the public. MobilCom was formed in 1991 and has been listed on the Frankfurt stock exchange since
1997.

MobilCom is currently engaged in three activities:
° Fixed line telephone operator, with approximately 900,000 customers at September 30, 2002;

° Internet service provider, through its subsidiary freenet.deAG. This service had approximately
3.04 million customers at September 30, 2002; and

®  Wireless telephone operator, reselling the services of the four network operators in Germany.
MobilCom had approximately 4.9 million customers at September 30, 2002.

In August 2000, MobilCom was awarded, at a cost of €8.4 billion, a UMTS license through an auction
process. After that date, the relationship between the shareholders deteriorated. Following the
termination of the Cooperation Framework Agreement between the shareholders on June 11, 2002 and
the appointment of a mediator by German federal government, the MC Settlement Agreement, dated
November 20, 2002, established a plan to save MobilCom and terminated the agreements between France
Telecom and MobilCom relating to the development of UMTS in Germany.

MobilCom had approximately 4,925 full-time equivalent employees at September 30, 2002.
Information regarding MobilCom, the disagreement with Gerhard Schmid and its financial impact
on the company are described below and are further explained in Notes 3 and 18 in the Notes to the

Consolidated Financial Statements.
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After the announcement of France Telecom’s withdrawal, MobilCom received support from the
Federal Government of Germany who guaranteed a credit facility of €50 million from the Kreditanstalt fiir
Wiederaufbau to MobilCom to enable it to continue operations.

The Federal Government of Germany also appointed a mediator in charge of establishing, together
with MobilCom and France Telecom a plan for saving MobilCom. Given the support of the Federal
Government of Germany and the maintaining by France Telecom of its offer to purchase their loans, the
members of the banking syndicate rescheduled the maturity of the Senior Interim Facility first to October
14, then October 30 then finally to November 30, 2002, thus preventing the immediate bankruptcy of
MobilCom. As part of the support plan for MobilCom organized at the initiative and under the control of
the Federal Government of Germany, France Telecom began discussions with MobilCom and the
mediator. These discussions led to the signature of the MC Settlement Agreement, dated November 20,
2002, setting up a plan for saving MobilCom which ends the agreements between MobilCom and France
Telecom over the development of UMTS in Germany.

The plan for saving MobilCom includes two separate parts:

®  Anplan for saving the historic activities of MobilCom (service provider of GSM mobile
telephony, fixed line and Internet services) financed by a bank loan of €162 million issued by
four German financial institutions and guaranteed for 80% by the German Federal
Government and the Land of Schleswig-Holstein; and

° The freeze of UMTS activities in which France Telecom participates.

The MC Settlement Agreement provides that:

° France Telecom repurchases the loans granted by the members of the banking syndicate of
the Senior Interim Facility and the equipment suppliers (approximately €6 billion), who
subscribe, in proportion to their loans for perpetual bonds redeemable for shares of France
Telecom (TDIRA),

. France Telecom waives the repurchased loans as well as the shareholder loans granted to
MobilCom in the past 2 years (approximately €1 billion) i.e. a total of approximately €7 billion;
and

° France Telecom contributes to the costs of freezing the UMTS activities of MobilCom, for a
maximum amount of €580 million, which includes the indemnity for the termination of the
National Roaming Contract between E-Plus and MobilCom; these payments are spread over
the second half of 2002 and 2003 based on the actual costs borne by MobilCom; approximately
one quarter of this sum has been paid at the end of 2002.

The entire cost is already totally covered by the provision booked in the financial statements of
France Telecom.

Moreover, the MC Settlement Agreement provides for:

A MobilCom’s waiver of all claims against the France Telecom group (including Orange), and vice
versa, and

° a clause of return to better fortune on the UMTS assets of MobilCom (including the license)
allowing France Telecom to recover 90% of the proceeds from an eventual sale of any UMTS
asset by MobilCom.

Moreover, this agreement envisages that Mr Gerhard Schmid waive any claims against the France
Telecom group (including Orange) and vice versa.
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This agreement became final upon the fulfillment of the following conditions precedent:

— an agreement between France Telecom and the banking syndicate of the Senior Interim
Facility, as well as with Ericsson Credit AB and Nokia OYJ, regarding the repurchase of
the loans for perpetual bonds redeemable into shares of France Telecom (TDIRA). See
Note 30 in the Notes to the Consolidated Financial Statements. This condition precedent
was completed with the signing of the Assignment and Subscription Agreements on
November 30, 2002.

—  The approval of the general shareholders meeting of MobilCom of the plan to save the
historic activities of MobilCom, the freeze of its UMTS activities as well as the waiver of
all claims against the France Telecom group. The agreement provides that the MobilCom
shares held by Mr Gerhard Schmid and Millenium were to be placed in a trust with a
commitment that the plan to save MobilCom would be approved at a general
shareholders meeting. This was done and the approval was obtained in the general
shareholders meeting of MobilCom held on January 27, 2003.

— The issuance, following authorization by the general shareholders meeting of France
Telecom on February 25, 2003, of the TDIRA (see Note 30 in the Notes to the
Consolidated Financial Statements). France Telecom proceeded with this issuance on
March 3, 2003.

At December 31, 2002, the provision of €7,000 million set up at June 30, 2002 has been used for €285
million, of which €230 million has been used to depreciate the shareholder advances made to MobilCom
in the third quarter of 2002. The provision of €6,715 million at December 31, 2002 is intended to cover:

®  The cost of acquiring the MobilCom loans granted by the banking syndicate and the
equipment suppliers, i.e. the nominal value of the TDIRA to be issued for a maximum amount
of €6,101 million — given their characteristics, the TDIRA will be accounted for at their
nominal value in “non refundable funds and assimilated” (quasi-equity), and

° The contribution to the freeze of UMTS activities, for a maximum amount of €580 million.

The provision for risk corresponds to the best estimate of the MobilCom risk for France Telecom, on the
basis of the Cooperation Framework Agreement with MobilCom, the Senior Interim Facility banks and the
agreements with the equipment suppliers, at the date of the financial statements given the assessment of its
legal position with respect to the different claims which could be made against it.

In February 2003, Gerhard Schmid filed for personal bankruptcy and the Flensburg tribunal
appointed a temporary trustee. If this procedure were to continue, this could lead to the contesting of
transfer of the Mobilcom shares of Gerhard Schmid to the trust and of his waiver of any claims against
the group France Telecom, including Orange. Between March 15 and June 30, 2002, Gerhard Schmid
sought five times to exercise his option to sell to France Telecom 21.6 million shares in MobilCom at
prices to be determined by experts, which could be in excess of current market prices for those shares. If
Gerhard Schmid’s waivers were invalidated, he could make a claim for the price of the shares based on his
put option or he could allege damages and interest against France Telecom for lost share value arising
from an alleged wrongful termination by France Telecom of the Corporation Framework Agreement.
France Telecom believes that Gerhard Schmid’s waiver is valid and that any claims he may make are
unfounded. Shareholder suits have also been filed in Germany in February 2003 by MobilCom
shareholders contesting the resolutions adopted by the MobilCom shareholders’ meeting on January 27,
2003 relating to the approval of the MC Settlement Agreement and the election of certain Supervisory
Board members. France Telecom believes that the outcome of the litigation would not affect the validity
of the MC Settlement Agreement.

Optimus (Portugal)

Orange provides wireless services in Portugal through its minority shareholding in Optimus.
Optimus was formed in 1997, was awarded its GSM900 and GSM1800 licenses the same year and
launched its network in 1998.

65



At December 31, 2002, according to its own estimates, Optimus’ network covered approximately
99% of Portugal’s population and Optimus had a market share of 20.5% with approximately 1.9 million
registered customers (Source: Mobile Communications). Orange holds 20.18% of the share capital of
Optimus; however, it only holds 10.09% of the voting rights. The remainder of the voting rights are held
by Sonae.com (52.34%), Thorn Finance SA (29.76%), Maxistar Communicacoes Pessoais SA (2.77%) and
IPE Tecnologias de Informacao (5.04%).

The market penetration rate has stabilized in Portugal at approximately 90% at December 31, 2002
with approximately 9.0 million wireless customers in Portugal. Optimus was the third wireless operator to
enter the market in Portugal and at December 31, 2002 was third largest with a market share of 20.5%
compared to 32.4% for Telecel and 47.1% for TMN (Source: Mobile Communications).

When the Portuguese government awarded four UMTS licenses in December 2000, Optimus
received a license for €100 million. The license is valid for a period of 15 years. At the end of 2002,
Oniway, one of the operators awarded a UMTS license, stopped its activities and returned its license
rights to the Portuguese authorities, which divided the frequencies among the three existing operators.
The terms and conditions of the license provide that Optimus should have a coverage of 20% of the
population within a year of the commercial launching of its services. If Optimus fails to meet the
requirements described in its license it may be suspended or revoked.

Connect Austria

In 1997, the Connect Austria consortium was awarded the third Austrian wireless license. Orange
holds approximately 17.5% of the shares of Connect Austria. Other members of the consortium include
the German conglomerate E.On, the Norwegian wireless telecommunications company Telenor, and
Tele Danmark.

Connect Austria launched its digital GSM1800 service on 26 October 1998 under the brand name
“ONE”. At December 31, 2002, Connect Austria covered, according to its own estimates, 98% of the
Austrian population. At December 31, 2002, Connect Austria had 1.3 million active wireless customers and
a total market share of 20.1%, compared to 45.1% for MobiKom Austria, 30.3% for T-Mobile and 4.5% for
Telering. At December 31, 2002, there were approximately 6.7 million wireless customers in Austria, with
a penetration rate of approximately 82.29% (Source: Mobile Communications).

On November 3, 2000, Connect Austria was awarded, for €120 million, a UMTS license for a period of
20 years. This license covers a 2 x SMHz spectrum. Five other licenses were also awarded using an auction
procedure. The terms and conditions of the license provide that Connect Austria should be able to cover
25% of the population before the end of 2003. Connect Austria may have to pay a fine if this level of
coverage of the population is not met. The fine is calculated on the basis of the amount of coverage
actually achieved but is limited to €20 million.

Orange was involved in a dispute with the other shareholders in Connect Austria concerning whether
there was a breach of a non-compete obligation following the acquisition of Orange plc by Mannesmann AG
in November 1999. Arbitration proceedings were started by Orange seeking, among other things,
declarations that it was a shareholder of Connect Austria at the time these resolutions were passed. As a
consequence of the Company being confirmed as a valid shareholder of Connect Austria by the ICC
International Court of Arbitration in July 2001, without any limitation to its rights as a 17.45% shareholder, a
rebalancing of shareholder loans with the other Connect Austria shareholders was completed by the
Company in July 2002. It resulted in an additional shareholder loan of €99 million granted by Orange to
Connect Austria, which represents the funding on a pro-rata basis as if the Company had been an active
shareholder of that company during the prior litigation. Additional shareholders loans amounting to €9
million were granted by the Company to Connect Austria during 2002.
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4.3.1.5 Wireless operations outside Europe (including both majority and
minority interests)

° Egypt: Orange acquired a 71.25% holding in the Egyptian operation MobiNil
Telecommunications S.A.E. (MobiNil) from France Telecom on July 1, 2002 for €324 million.
MobiNil Telecommunications S.A.E. owns 51% of Egyptian Company for Mobile Services
(ECMS), which operates under the brand name MobiNil. ECMS was formed in 1998 and
awarded its GSM900 license the same year. Orascom Telecom owns the remaining 28.75% of
MobiNil’s share capital as well as a direct stake of 16.6% of ECMS. The remaining 32.4% of
ECMS is listed and traded on the Cairo and Alexandria Stock Exchange. At December 31, 2002,
according to ECMS’s estimates, ECMS’s network covered 91.1% of Egypt’s population, and
ECMS estimates that it had a market share of approximately 52.4% with 2.3 million total active
customers, or 1.6 million customers for Orange’s 71.25% share.

The market penetration rate stabilized at 6.2% at December 31, 2002 (Source: EMC).
ECMS had approximately 1,683 full-time equivalent employees at December 31, 2002.

° lvory Coast: Orange has an 85% shareholding, through its subsidiary France Cables et Radio
(FCR), in Orange Céte d’lvoire, which started to operate its GSM900/1800 network in 1996
under the name lvoiris. Since January 2002, Orange has been operating in the lvory Coast
under the Orange brand. Orange Cote d’lvoire estimates it had approximately 497,000 active
customers at December 31, 2002. Orange’s operations in the Ivory Coast are affected by the
recent events in this country. As a result, an exceptional depreciation relating to Orange Céte
d’lvoire of €108 million was registered in 2002.

° Dominican Republic: Orange has an 86% shareholding in Orange Dominicana, which launched
its GSM900 network in November 2000 under the Orange brand. Orange Dominicana
estimated it had 433,058 active customers at December 31, 2002.

° Cameroon: Orange has a 70% shareholding in Orange Cameroon, which launched its GSM900
service in January 2000 under the name Mobilis. Since June 2002, Orange Cameroon has
operated under the Orange brand. Orange Cameroon had 320,000 active customers at
December 31, 2002.

° Botswana: Orange has a 51% shareholding in Vista Cellular, which launched its GSM900
network in June 1998. Orange intends to launch its operations under the Orange brand before
the end of March 2003. Vista Cellular had 137,000 active customers at December 31, 2002.

° Madagascar: Orange holds 51% in Telsea, which holds 65.9% of Société Malgache de Mobiles
(SMM), which launched its GSM900 network in March 1998 under the name Antaris. SMM had
approximately 99,000 active customers at December 31, 2002.

° Thailand: Orange has approximately a 49% shareholding in Bangkok InterTeletech Company
Limited (BITCO) in Thailand, which owns 99.86% of TA Orange Co. Ltd, a company that has a
concession to operate a GSM1800 network. The full commercial launch of TA Orange’s Orange
branded GSM1800 network in Bangkok took place in March 2002. At December 31, 2002, the
network had approximately 1.3 million active subscribers. TA Orange continues to roll out its
network throughout Thailand and now covers 91% of the population. TA Orange had
approximately 2,800 employees at December 31, 2002.

The signatories of a shareholders’ agreement, including France Telecom, jointly undertook to
provide BITCO with financial, technical and commercial support in accordance with the laws
and regulations applicable in Thailand (see Note 28.1.3 in the Notes to the Consolidated
Financial Statements). If one shareholder of that company claims that one of its co-
shareholders has committed a material breach under the terms of the shareholders’
agreement, and if that claim is confirmed after dispute resolution procedures have been
followed, the non-defaulting shareholder has a right to buy the defaulting party’s shares at
80% of market value or sell its own shares to the defaulting party at 120% of market value. An
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act of insolvency of either party also entitles the other to exercise put or call options on the
same basis. However, neither party can be compelled to complete a share transfer in
contravention of Thai law or without all applicable regulatory approvals. Thai law currently
restricts foreign ownership of a Thai telecommunications company to less than 50%, so
Orange cannot effectively exercise a call or accept a put which would increase its present
stake to 50% or above.

° Mumbai (India): Orange has a 26% shareholding in BPL Mobile Communications, which
launched its wireless network at the end of 1995 to cover the Mumbai (Bombay) metropolitan
area. The remaining interest is held by BPL Cellular Holdings, which has interests in wireless,
Internet and broadband services throughout India. BPL Mobile had 573,877 registered
customers at December 31, 2002.

4.3.1.6 Licensing agreements

The Orange brand was first launched in the UK in 1994, and since then has been licensed to
members of the Orange group in Denmark, the Dominican Republic, France, Romania, Slovakia,
Switzerland, Cameroon and the lvory Coast for a period of 10 years and in Thailand for a period of 20
years. The trademark license was granted to Orange on December 17, 2001 and expires on December 17,
2011. Under these brand license agreements, Orange assists the licensees in developing the brand in local
markets by way of access to material and support services. The license agreements provide that the
intellectual property rights to the brand are retained by Orange UK which receives a percentage of the
licensees’ operating income. The licensee in Thailand paid an initial one time fee and is paying an
additional fixed fee over ten years. The other licensees are charged a percentage of their income.

Additionally, prior to the acquisition of Orange plc by France Telecom, the Orange brand has been
licensed to various companies in the Hutchison group (the previous majority shareholder of Orange plc)
for their operations in Australia, Hong Kong and India and to Partner Communications for its operations
in Israel. These licenses are exclusive and royalty-free. They are of indefinite duration, though, with the
exception of the agreement pertaining to Australia, which expires in 2013. However, all of these
agreements may be terminated for various reasons including misuse of the brand or in the event of a
change of control. A brand license agreement, which terminated in October 2002, was also entered into
with KPN for its operations in Belgium (KPNO).

4.3.1.7 Roaming

Roaming allows wireless customers to make and receive calls while in the coverage area of a
network of which they are not clients and to be billed for such service by their home network. Wireless
customers who are roaming can expect to enjoy substantially the same services, features and security
while travelling as they do within their home network.

Orange’s roaming services were created entirely within the framework of the GSM technical
standard and the policies and procedures of the GSM Association. A bilateral relationship is created
between two GSM operators by signing a roaming agreement based upon the GSM Association’s standard
agreement, amended as appropriate for particular circumstances. Generally, these agreements are for an
unlimited period, each party being able to terminate the agreement after serving notice. At present,
roaming agreements are generally concluded between one or more network operators in different
countries, although they can also be negotiated between operators in the same country. After technical
and billing tests are successfully concluded, the connection is opened commercially and each party’s
customers may use the other party’s network.

The roaming policy of Orange is set in accordance with local market conditions by the individual
operating companies. Customer roaming charges reflect the wholesale charges between operators and
the pricing policy applied by each operator for its customers.
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For example, Orange UK offers a simple fixed-rate roaming tariff based on five different regions of
the world. Orange UK contract customers, who meet certain credit requirements, can roam in more than
125 countries pursuant to the roaming agreements that Orange UK has concluded with approximately 280
different network operators. The coverage for Orange UK’s pre-paid customers is less widespread due to
technical issues. However, the majority of demand is concentrated in a smaller number of countries.
Where this demand is not met, an aggressive rollout plan is being implemented to add major uncovered
countries.

Between October 1999 and the summer of 2001, Orange France implemented a pricing structure for
its international roaming services for its national contract subscribers through a uniform tariff of €1.00 per
minute for 25 regions in Europe and also for Réunion and the West Indies, for calls within the zone.

In June 2001, the free “Orange Without Borders” plan (which can be activated simply by calling
customer service) was launched and allows Orange France subscribers to communicate throughout all
European countries and the French overseas departments and territories, as well as North and South
America, Asia, Africa and Australia (more than 150 countries in February 2003).

With this option, Orange France introduced a simplified rate schedule which currently includes the
following three zones:

- Zone 1: Western Europe and French overseas departments;
- Zone 2: The rest of Europe, North Africa and North America; and

- Zone 3: The rest of the world and French overseas territories.

Services available from international locations include the following:

e customer service numbers and voice mail services from a number of countries (coverage is
currently in the process of being launched);

e call back, call waiting, caller identification, sending and receiving SMS, access to WAP in CSD
mode; and

e receiving of calls only and prohibiting the making and receiving of international calls (these
options require a subscription).

Since October 2002, Orange France has offered access to GPRS through roaming, with coverage
constantly evolving.

Orange customers opting for prepaid plans can benefit from the roaming option in the majority of
countries in Western Europe. Orange France’s roaming agreements cover Germany, Austria, Belgium,
Denmark, Spain, Finland, Greece, Ireland, Italy, Norway, Portugal, The Netherlands, United Kingdom,
Switzerland and Sweden. These customers also have access to roaming in Eastern Europe, particularly in
Hungary, Romania, the Czech Republic and Slovakia. Finally, Orange France allows its customers to use
their mobile telephones in Morocco, Turkey and the French overseas departments.

The “Orange Without Borders” plan has been offered to Mobicarte customers since the summer of
2001. Since June 20, 2002, this offer has been extended to Compte Mobile customers and it has become
automatically activated for Mobicarte and COM lines as of this same date.

Orange intends to take advantage of its increasingly global footprint to reduce roaming charges. The
objective is to allow its customers to use the products and services of Orange’s subsidiaries in each
market in which they operate without using the networks of other operators.
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4.3.2 Wanadoo

Wanadoo is the second largest Internet service provider in Europe with over 8.5 million customers,
and the third largest European directory group with approximately €880 million in revenues at December
31, 2002. Wanadoo is listed on the Premier marché of Euronext Paris SA.

Wanadoo offers its customers services, whose daily use, several times a day, allows their customers
to increase their efficiency, thus enabling them to devote more time to their own interests and further
their personal growth. With the launch of its new “positive generation” brand campaign in July 2002,
Wanadoo is emphasizing its core values: simplicity, proximity, optimism and determination. These
concepts reinforce the images of confidence and high quality of service associated with France Telecom,
which holds 70.6% of Wanadoo’s capital at December 31, 2002.

Wanadoo is a service company that intends to pursue the growth of all its businesses and to
continue to improve profitability.

As an Internet provider since 1996, Wanadoo benefits from its knowledge of online services, which
has enabled it to become the leading Internet service provider in France, and one of the leading Internet
service providers in Europe.

Present over the entire value chain of Internet activities, Wanadoo offers access packages (dial-up
Internet access, ADSL and cable), as well as services and contents (portals, directories, e-commerce and
profitable services).

In 2001, Wanadoo acquired 100% of Freeserve. Freeserve is the leading Internet access provider in
the United Kingdom. As an Internet portal operator, Freeserve also offers contents, services and e-
commerce packages oriented towards the United Kingdom. Freeserve.com is the seventh largest portal in
the United Kingdom in terms of number of one-time visitors, offering a complete range of contents
(news, travel, sports, etc.), e-commerce services (shop@freeserve and freeserve auctions) in addition to a
broad selection of communication tools (smartgroups). There are also vertical portals: i-circle, Freeserve
auctions and smartgroups.

Wanadoo proceeded during 2002 with the acquisition of eresMas, one of the leading suppliers of
Internet access and portals in Spain, which allowed it to reinforce the European deployment of its
services as an Internet and portal provider. This acquisition, which occurred in October 2002, was
structured as a 100% contribution of eresMas shares amounting to €255 million. EresMas was then
merged with Wanadoo Spain at the end of 2002. This acquisition fell within Wanadoo’s strategy to supply
integrated services to provide Internet access, portals and directories in attractive European markets and
to enable Wanadoo to position itself as second leading in Internet access and service line provider in
Europe. The activities of eresMas, one of the most important providers of Internet access and portals in
Spain which were acquired by Wanadoo, mainly include providing Internet access, user services such as
web page hosting and information transmission tools, images or video, and professional services as well
as portal activities.

Internet access

Wanadoo is the leader of Internet access providers in France and the United Kingdom, and the joint-
leader in Spain with 3.9 million, 2.6 million and 1.5 million active customers, respectively, at the end of
December 2002. In 2002, it also offered access services in The Netherlands, Belgium (sold by Wanadoo on
February 6, 2003) and Morocco with approximately 574,000 active customers in those three countries at
December 31, 2002.
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The following table sets forth a geographic breakdown of Wanadoo’s active customer base at
December 31, 2002.

Country Number of customers® (in thousands)
France ........ ... i 3,924
United Kingdom ...................... 2,574
Spain ... 1,463
The Netherlands ...................... 445
Belgium®@ ... ... ... .. 119
Morocco ........o i 10
Total ............... .. ... ... .. 8,535

(1) Source: Wanadoo
(2)  Sold by Wanadoo on February 6, 2003

Wanadoo offers a broad range of access packages designed to meet the different profiles and usages
of its customers, including both the traditional phone network and broadband technologies such as ADSL
or cable. At December 31, 2002, high speed subscribers represented over 16% of Wanadoo’s active
customer base in Europe, and over 26% of its active customers in France.

Wanadoo differentiates its offers according to the profiles of its customers and prospects and
technological developments (PSTN up to 64 Kbit/s, ADSL from 128 to 1024 Kbit/s and cable), enabling
everyone to benefit from the best technology.

The offers available to Wanadoo’s customers include:

° a complete range of “inclusive” fixed rate packages from 5 to 100 hours in France,

° the “free”, “hometime” and “Anytime” lines for international services, and

° Light, Standard and Intensive high speed offers constructed on slightly different models

according to the country and complemented by a broad range of services and customer

commitments.

In all the countries in which it operates, Wanadoo distributes its access offer through multiple
distribution channels, each remunerated according to the services it provides:

° in supermarkets, retailers, and stores specializing in computing and telecommunications,

° by distributing free installation CD-ROMs (in movie theaters, for example) and direct
marketing,

. by pre-loading on personal computers and modems, and

° online, through banners that allow users to download the access program.

In France, this sales network, which includes approximately 3,000 points of sale, is complemented
by a distribution network of approximately 630 France Telecom agencies. In the United Kingdom, this

sales network is reinforced by distribution agreements with the Dixons group.

Wanadoo’s Internet kits include a standard access program adapted to the characteristics of
Wanadoo’s offers. It configures the computer and modem automatically and installs the Wanadoo portal
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as the default home page. The software gives customers easy Internet access from Windows or Macintosh
platforms. Wanadoo Internet access programs incorporate the latest access technology and are regularly
updated. Customers can download these programs from their computers.

In France, Wanadoo offers the most complete line of packages designed to meet the needs of
different segments of the market (consumers and businesses) and to fulfill customer expectations.
Freeserve’s offered packages are: “Freeserve No Ties”, “Freeserve AnyTime”, “Freeserve HomeTime” and
“Freeserve Broadband”. Freeserve’s customer support is provided by three separate teams: Customer
Service, Technical Support and Consumer Services. In Spain and The Netherlands, Wanadoo offers access

in the form of subscription free services, dial-up subscription plans, and high speed offers.

Wanadoo is also developing franchise agreements with Internet service providers in a number of
countries, particularly those with ties to France Telecom.

Services and Content

Wanadoo is also a major player in the portal segment and in the French e-commerce business for
cultural products and household appliances. It is one of the leading publishers of printed and electronic
directories in Europe, the leader in France and the second largest publisher in Spain.

Portals

Wanadoo offers a network of Internet portals and Internet sites which draw a large audience in
Europe, generating over 1.7 billion pages viewed and approximately 15.2 million unique visitors in
December 2002 according to Nielsen Home. Wanadoo’s portal and proprietary sites reached 67.2% of all
Internet users in France, 26.7% of users in the United Kingdom, 44.4% in Spain, and 25.4% in The
Netherlands at December 31, 2002, according to Nielsen Home.

The following table sets forth the growth in the number of Wanadoo unique monthly visitors by
country.

December March June September December

2001(M 2002(M 2002 2002(M 2002(M

(in thousands)
France ... 4,425 5,085 5,449 5,702 6,350
United Kingdom . ........................ 3,697 4,705 4,823 4,854 4,516
SPalN 515 604 804 938 2,796
The Netherlands . ........... ... ... ....... 1,053 1,047 1,298 1,499 1,521
Total ........... 9,690 11,441 12,374 12,993 15,183

(1) Source: Nielsen Home

In France, Wanadoo has developed two large general interest portals: the Wanadoo portal, which is
the default home page for Wanadoo’s access service customers and Voila, the portal for all Internet users.
These portals offer an integrated collection of Internet communication services (e-mail, chat, forums,
groups, etc.), a catalog of useful and practical daily services (horoscopes, TV guides, exam preparation,
wireless ring-tones and logos for downloading, etc.) on a free or pay model, a high-performance search
engine, as well as content pages designed to serve customers’ interests (news, sports, games,
entertainment, culture, etc.). This broad offer of services, content and tools attracts users and develops
the loyalty of one of Europe’s largest audiences.

Outside France, this network includes Freeserve in the United Kingdom, and the home page for

Wanadoo customers in Spain (including eresMas, acquired in July 2002), and also extends to The
Netherlands, and Morocco, where similar models based on local content have been launched.
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Wanadoo also offers special destination sites designed for specific markets and uses, on which
Wanadoo benefits from strategic assets that include Pages Jaunes (telephone, e-mail and services
directories), Goa (a game platform), Mappy (mapping and route planning) and Kompass (an online
business directory). These sites contribute value-added services to Internet users using Wanadoo.

The table below sets forth a breakdown of pages viewed by portal in December 2002.

Number of
pages viewed™®

Country Sites (in millions)
France ..................... Wanadoo 791
Voila 338
Pagesjaunes 111
GOA 37
Mappy 24
Alapage, Marcopoly 28
United Kingdom ............. Freeserve 242
Spain .......... ..., Wanadoo 26
eresMas 113
The Netherlands ............. Wanadoo 33
Belgium®@ .. ................. Wanadoo 9
MoOrocco ....oovvviiiiiinn... Wanadoo 1

™ Source: Wanadoo
@ Sold by Wanadoo on February 6, 2003

Through these portals and sites, Wanadoo is developing an advertising business and e-commerce
service, offering advertising and merchant spaces to both local and national advertisers. Internet users
play an important role in decisions on how to rent advertising space.

Wanadoo is developing Internet services invoiced directly to end users, based on the connection,
subscription, or time used.

E-commerce business

Wanadoo is an online merchant in France through a number of consumer sites: Alapage (books and
other “cultural” products) and Marcopoly (electronics and household appliances). Wanadoo is expanding
these activities in sectors where the Internet can contribute new and important services to customers.
Alapage has also developed a “Business to Business” activity by bringing together about 500 local
bookstores on the site www.Lalibrairie.com.

Directories

Wanadoo controls and publishes telephone directories (Pages Jaunes and L’Annuaire) and other
specialized directories in France (Pages Pro) and abroad, particularly in Spain (under the QDQ brand
name). Wanadoo offers a full range of advertising packages, both on paper and online. It had
approximately 638,800 paying advertisers under contract in Europe at the end of December 2002, which
included 555,800 in France and approximately 83,000 in Spain. Wanadoo has approximately 521,400
clients in France and 80,600 in Spain who use printed directories in addition to 358,400 clients using
Minitel.

At December 31, 2002, Wanadoo’s clients included over 238,000 online advertisers, with 230,600 in
France and 7,400 in Spain. Pages Jaunes is the leading French local advertising site in terms of audience. In
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France, Pages Jaunes is the leading Internet site in terms of advertising revenues generated. Wanadoo
believes that it is the leading Internet directory site in Europe in terms of audience and the leading
website designer in France. Wanadoo also offers direct marketing services under the trade name Wanadoo
Data. Finally, it publishes the Kompass directory in France and in several European countries.

4.3.3 Fixed line, voice and data services — France

Fixed line services primarily include: (i) fixed line telephony, (ii) business services, and (iii) broadcast
and cable television. Broadcasting services were mainly provided by TDF, which has become a minority
holding following its sale on December 13, 2002 (see “4.5 Divestitures — Withdrawal from TDF”).

The fixed line voice and data segment in France contributed to France Telecom’s consolidated
revenues, for an amount of €18.7 billion at December 31, 2002, compared to revenues of €19.8 billion at
December 31, 2001.

For 2002, the online services (Teletel, Audiotel and Internet access) have been regrouped under
fixed line telephony in order to pool together all of the services related to telephone lines in the same
segment.

Fixed line telephony

The percentage of France Telecom’s total revenues attributable to fixed line telephony in France
has decreased from 67% in 1996 to 29.4% for the year ended December 31, 2002. As of December 31,
2002, France Telecom had installed 34.1 million telephone lines, including 4.9 million ISDN channels and
1.4 million ADSL lines. France Telecom believes that its fixed line network is one of the world’s most
technologically advanced. France Telecom’s goal is for the number of ADSL lines to surpass 2.8 million by
the end of 2003.

France Telecom’s standard fixed line services consist principally of subscription and connection
services, local calling and domestic long distance calling, international telephone services, payphones,
calling card services and interconnection services. France Telecom also offers a wide range of value-added
services to its residential fixed line customers, including voice mail, call waiting, call-back, call forwarding,
three-way conferencing and caller identification services. For business customers, France Telecom offers
services such as abbreviated dialing, toll-free and shared cost numbers, call management and telephone
conferencing, as well as virtual private networks with abbreviated numbering and network management
services. France Telecom also offers a variety of special rate plans tailored to the needs of different types
of customers. In addition, France Telecom offers ISDN and ADSL services.

Fixed line rates

The rates France Telecom charges for its fixed line voice telephony services are subject to a specific
regulatory regime. See “4.15.2 French Regulation — Rate Policy for Fixed Line Telephony”. In addition,
legislation governing the French telecommunications industry requires that France Telecom provide
competitors with access to its network, at rates approved by the ART. See “4.15.2 French Regulation
— Interconnection”.

Traditional fixed line communications are billed by duration, accounted on a per second basis and at
a price per minute following an initial fee. In addition, there are variable prices depending on the
destination of the call and the application of either a standard rate or reduced rate depending on the
time.

In early 1997, France Telecom rebalanced its rate structures and has continued to do so since then.
This rebalancing resulted in an increase in the monthly subscription rate, and a reduction in the tariffs for
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calls and, since the end of 2000, the creation of flat rate call plans. This policy has generally contributed to
a growth in telephone usage.

Total traffic transmitted, including interconnection, Audiotel, Teletel, low speed Internet packages
invoiced by connection time, and fixed line to wireless calls, excluding ADSL Internet access, grew 3.4%
during 2002 compared to 2001.

Cost of calls

On December 5, 2000, France Telecom implemented a new rate structure for local calls. All
consumers benefited from a 21% discount (including VAT) in the price per minute over the time credit
during peak hours; this reduction was 14% during non peak hours. Moreover, the cost of national long-
distance calls was reduced by 20% in April 2000 and 25% in October 2000. The cost of international calls
declined by 16% in 1999 and 11% in 2000.

In 2001, the rates for fixed line calls to Orange and SFR wireless numbers were reduced by 16% in
February 2001 and rates for fixed line calls to Bouygues wireless numbers were reduced by 29% in May
2001. Rates were also cut for some international calls for businesses in July.

On April 30, 2002, France Telecom decreased rates by 12.8% for consumers and 7.9% for businesses
on calls to Orange and SFR mobile numbers. On October 8, 2002, it decreased rates by 10.3% for
consumers and 5.1% for businesses on calls to Bouygues mobile numbers.

Cost of subscriptions

The use of a telephone line requires a monthly subscription with phone rates which differ for
individuals and businesses.

France Telecom also adjusted its subscription rate, which increased on July 20, 2002, from €12.55
(including tax) to €13 for consumers, and from €12.65 (excluding tax) to €13.10 for business contracts.

The impact of these rate changes on France Telecom’s revenues is a function of the relative impact
resulting from the reduction in calling tariffs and the increase in subscription price and call volume in
various directions. Moreover, Internet use and interconnection by France Telecom’s competitors to its
network generate an increase in traffic.

Fixed rate plans

Since the end of 2000, France Telecom has introduced monthly telephone plans that offer a number
of benefits for consumers: the simplicity of a global offer in which price and volume are known in
advance, the choice of a flat fee within a price range, the absence of minimum calling times, billing by
the second, and accessibility 24 hours a day, seven days a week.

France Telecom launched a series of new plans, known as Heures Locales, in January 2002, and in
July 2002, Heures France for local, regional and national calls (excluding calls to wireless phones), which
also offers customers competitive per-minute prices to other call destinations (to wireless phones,
international calls and calls to the French overseas departments and territories).

The growth of these new plans continues. These fixed rate plans are designed to:

o maintain or increase revenues per customer;

®  absorb seasonal variations in usage and ensure recurring revenues; and
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° increase average use per customer and the upgrading of calling plans.

France Telecom concurrently launched a line of monthly packages, which included the Forfait Local
Pro plan for professionals and the Forfait Local PME plan for small- and medium-sized businesses, along
with a range of national monthly plans including Forfait France Pro and Forfait France PME. The offer
applies to accounts invoiced for 1 to 32 analog lines or 2 to 32 digital B channels.

In order to stimulate telephone use that generates value, France Telecom has expanded its line of
services to meet the practical needs of its customers. In March 2002, it introduced the new version of Top
Messages voice mail, with nearly 6 million voice mailboxes at the end of 2002. In April 2002, France
Telecom added the presentation of the caller's name in addition to the number in voice mail.

To meet the needs of its small- and medium-sized business customers, France Telecom offers
subscription packages that generally include services such as:

° discounts on calls to pre-selected phone numbers;
° Numeris/Internet combined subscriptions;
. specially designed billing systems; and

° since December 2001, “Numeris Grand Site”, offering high speed voice connection via fiber
optic lines, permitting customers to benefit from increased services with a sliding rate scale
depending on the number of access points.

In addition to other calling plans, France Telecom offers Option Plus which, for an additional €1.50
per month for residential customers and €1.20 (excluding VAT) per month and per line for professionals
and small- and medium-sized businesses, gives customers France Telecom'’s best rates to all call
destinations: metropolitan France, the overseas departments and territories, international and fixed line
calls to wireless phones. In addition, the @ccés plan is a rate option that offers 20 hours of
communications per month to several preferred Internet service providers (ISPs).

France Telecom offers a number of specialized rate offerings to its large business customers
featuring volume-based discounts on local, domestic long distance and international long distance calls to
or within pre-defined geographic regions and, for customers with private virtual networks, discounts on
internal traffic. It also offers its business customers reductions on calls placed from the customer’s fixed
line telephones to their employees’ wireless fleet using the Orange, SFR and Bouygues networks.

Most international calls are made to or from Europe, North Africa, the Middle East and North
America. France Telecom believes that the majority of these calls are made or received by its business
customers. In 2002, rates for calls made from metropolitan France to various international destinations
were not reduced for business customers.

Under international telecommunications settlement arrangements, France Telecom receives
payments from other carriers for the use of its network for routing incoming international calls within
France, while France Telecom pays for the use of networks of other carriers for international calls
originating in France. The currency used for billing is the SDR (Special Drawing Right), a basket of
currencies in which the US dollar and the euro figure significantly. The payment is made in the currency
chosen by the creditor operator. There was a trend towards large decreases in such rates until 2000. This
trend has slowed progressively since that time, particularly with respect to France and other members of
the European Union and the United States.
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Payphones and calling card services

At December 31, 2002, France Telecom operated nearly 202,000 payphones in France in accordance
with its universal service mission. See “4.15.2 — French Regulation — Universal Service”. Payphone rates
are slightly higher than private telephone rates.

France Telecom offers users in payphones the option of paying with bank cards as well as using
Telecarte phone cards, prepaid cards or France Telecom cards. Customers with a France Telecom card can
also charge calls made from private telephone lines, public telephones and wireless telephones to their
fixed line accounts. Finally, France Telecom also offers “Tickets de telephone”, a series of prepaid
telephone cards sold in varying denominations that allow users to make prepaid calls from private or
public phones in France and several other countries by dialing a telephone number and entering a PIN
number.

ISDN

Since 1987, France Telecom has offered its ISDN service for domestic customers and businesses
under the Numéris brand name. Numeéris transmits voice, data and images at speeds much higher than
ordinary telephone lines, even though it uses the same support. The rate of penetration of ISDN lines is
increasing: the number of 64 Kbit/s equivalents rose to 4.7 million as of December 31, 2001 and 4.9 million
as of December 31, 2002. Numéris customers pay a fixed sum when the service starts to cover the costs of
connection and a monthly subscription. The calls are billed separately. The base rate for Numéris calls is
the same as that for standard calls.

Minitel, Audiotel and Teletel

Teletel connects businesses and consumers throughout France using Minitel terminals and
computers equipped with modems. Users use their terminals to connect to Teletel, which gives them
access to a multitude of services for consumers and businesses. These include the electronic directory,
time schedules and reservation services, e-mail, weather reports, games and classified advertisements.
Standard Minitel terminals are loaned on request at no additional charge to fixed line subscribers.
Terminals with advanced features are available for a monthly rental charge.

Minitel is progressively losing market share due to the development and use of the Internet. As a
result, Teletel traffic decreased by 22.4% in 2002 and the number of Minitel terminals rented for a fee
decreased by 11% in the same year.

The Audiotel service consists of kiosk service call numbers (such as numbers starting with 0800),
where part of the revenue is paid to the service provider. Traffic for this service continues to grow, but
remains lower than in 2001, when the new services were introduced.

Internet access

France Telecom markets both high speed Internet access to customers (ADSL) and wholesale access
packages to international service providers (including Wanadoo) under the name IP ADSL.

France Telecom launched its ADSL high speed Internet service in November 1999. ADSL delivers
bandwidth of up to several megabits per second over the existing copper-wire phone network, providing
easy access to high volume content. In addition to the ADSL service available to all Internet access
providers, France Telecom offers specialized ADSL services for residential customers and businesses
(formerly called Netissimo). At December 31, 2002, the service had expanded to cover an area in which
approximately 71% of the population of France resides, and nearly 80% of business sites, based on France
Telecom’s estimates. Between July 2002 and December 2002, the number of French households and
businesses connected to the ADSL service increased to 1,409,000, compared to only 430,000 subscribers at
December 31, 2001.
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Since the commercial launch of ADSL in December 1999, France Telecom has decreased its rates for
ADSL lines (retail offers up to 512 Kbit/s) by 38%. The most recent decrease in rates occurred in October
2002 (rates decreased 16.7%) and was accompanied by a significant decrease in wholesale rates.

The rate restructuring and the launching of new speeds from 128 Kbit/s to 1,024 Kbit/s on October
15, 2002, allowed the Internet Access Providers (including Wanadoo) to expand their product line and
introduce new aggressive packages in response to market expectations. Since its introduction, the new
128/64 speed now represents one-third of all IAP orders.

Interconnection with other operators

Under French telecommunications regulations, France Telecom is required to provide
interconnection to its public switched telephone network for calls to and from their networks at rates that
must be approved by the French Telecommunications Regulatory Authority (the ART). See “4.15.2 —
French Regulation”. In 2002, for voice services, the reduction ranged from 6% at the self-routing switch
(local subscriber switching) to 23.5% for dual transit.

France Telecom has published its interconnection rate catalog for 2003 which was approved by the
ART, and has continued to decrease its interconnection rates. In 2003, the decrease in rates for voice
services ranged from 1% at the self-routing switch (local subscriber access switch) to 7% for double transit
and 4% for single transit.

Business Services

Business services consist primarily of data transmission and network services.

The network services consist primarily of the fiber optic, high speed business and the transfix
services. Currently, over 192,000 business sites have a high speed Internet/Intranet access (up to 2 Mbit/s)
through the range of packages offered by France Telecom’s service providers.

Data transmission activity consists mainly of data communication services provided to customers in
France through the Transpac network and data communication services provided outside of France and
sold in France by Transpac to French multinational corporations, through an exclusive distribution
agreement with Equant.

Data transmission (Transpac)

The Transpac network is the platform for a wide array of services to business customers, including
VNP IP, Internet access services, electronic messaging, hosting, and security. The development of these
services is an integral part of France Telecom’s strategy to encourage growth in its data transmission
business by developing new applications and technologies to offer to its customers, while continuing to
focus on network reliability. France Telecom expects strong growth in image, voice and data integration
on wide, medium and local area networks.

These services are the platform of all communication applications for business. The moment when
the exchanged information becomes more numerous and voluminous, their efficiency conditions the
performance of all the company’s services.

Transpac offers its customers three types of services: (i) data transmission services to construct
business intranets or extranets or online services for ISP and IAP, with customer services (similar to those
for retail businesses) and statistical services. Different types of access are available: leased line
(“transfix”), ADSL, ATM, Frame Relay, X.25, and RTC/ISDN/GSM/GPRS. A variety of protocols is offered at
the ends and carried end to end, primarily IP Frame Relay; (ii) Internet access services that include access
and a backbone dedicated to businesses that are interconnected with the worldwide Internet via France
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Telecom Long Distance’s network; and (iit) high value-added services including messaging, security,
collaborative working tools and website hosting.

In 2002, France Telecom’s site hosting services were streamlined and restructured. A single division
within Transpac now handles the hosting services for businesses and professionals.

In July 2000, Global One granted Transpac a franchise, allowing Transpac to distribute Global One’s
(now Equant) products in France. Since January 2001, Transpac transferred its product engineering
department, system information department, and international customer support center to Global One,
which became part of Equant on June 29, 2001. The franchise agreement reflects the effects of the
transfers once completed.

The merger of the Equant/Transpac networks and services to provide customers with global
continuity of service became operational in October 2002. It included a transfer of technicians from
Transpac to Global One, as authorized by Transpac’s workers’ council (Comité d’entreprise) on May 18,
2001, with an effective date of June 1, 2001, and the creation of an international customer support center
in lvry, France.

Fiber Optic Service

While fiber optics has become the core of France Telecom’s national network over the last several
years, fiber optics is also the medium that generally connects the principal sites of a business, those
which contribute strongly to the creation of value and serve as nerve centers, such as the head office,
administrative center, research and development center and regional headquarters. At December 31,
2002, over 10,000 businesses were equipped with fiber optic links, giving them adjustable bandwidth on
demand and ever higher data speeds. Fiber optic service, which allows interconnection of local area
networks for small- and medium-sized businesses, remote backup of large corporate databases, or
collaborative engineering projects between contract suppliers and their customers, is now available
throughout France, offering standard speeds of up to several Gbit/s. At December 31, 2002,
interconnection solutions for short distances now cover all cities of at least 20,000 inhabitants. These
powerful network solutions — such as MultiLAN, InterLAN or high speed fiber optic local loops to connect
multiple sites — seek to erase distances, combining guaranteed performance, high speeds, reliability,
flexibility and future-ready scalability. Teams at different sites can share intelligence and resources
instantly, wherever they work. France Telecom’s “carriers’ carrier” solutions enable competing
telecommunications operators and Internet service providers to build their own networks or transport
services on leased infrastructure. These solutions now offer bandwidth capacity of up to tens of Gbit/s
(20). France Telecom continues to develop its range of new-generation very high speed services and is
testing “Gigabit Ethernet” technology, enabling a connection speed of 10 Gbit/s, on a metropolitan
network in the Ile-de-France (France).

DSL Business Services

These services link different business sites, such as regional offices, maintenance sites, sales offices,
etc. At the end of 2002, over 25% of business sites in France were connected to the Internet by ADSL.

Transfix Services

Transfix services or leased lines are fixed “point-to-point” connections between separate locations
that may be used by the subscriber to handle high volume voice, data or video transmissions between
selected locations.

France Telecom is the principal provider of leased lines in France and, at December 31, 2002, leased
approximately 300,100 lines, of which approximately 69% were digital “Transfix” lines, and 31% were
analog lines. Although the total number of lines leased by France Telecom has decreased since 1997, total
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transmission capacity has increased significantly. This trend is due in large part to the decrease in the
number of analog lines (approximately 91,000 analog lines were leased in 2002, compared with 102,000 in
2001), and their progressive replacement by high capacity digital leased lines and by other switched
products such as Numeris, X.25, Frame Relay and IP. Since 1997, the total transmission capacity of the
digital lines leased by France Telecom has increased on average by 65% per year.

Subscribers to France Telecom’s leased lines services pay an initial connection fee based on the type
of line leased and, thereafter, pay monthly subscription charges based on the type of line (analog or
digital) and line capacity, the distance of the line and the duration of the lease. As a result of its policy of
rate reductions, guided in part by EU directives on leased line pricing, France Telecom’s leased line
charges have steadily decreased in each year since 1998, with the reduction concentrated primarily in
digital and long distance services.

Moreover, in its 2003 interconnection catalog, France Telecom offers a “partial leased lines” service
for high speed lines between 64 Kbit/s and 2 Kbit/s. This service permits third-party operators to
terminate their leased lines in order to directly access the business sites of their users throughout France.
This service lowers fees between 30% to 50%, based on the speed and distance of the lines, compared
with the base fees of “Transfix” digital lines.

Broadcasting and cable television services

France Telecom’s broadcasting and cable television activities include radio and television
broadcasting services provided by France Telecom’s subsidiary, Télédiffusion de France (TDF), which
became a minority holding following the withdrawal effective December 13, 2002, as well as its activities
as a cable television network operator and service provider.

Radio and television broadcasting and audiovisual transmission

TDF is the principal European provider of radio and television broadcasting services and a leading
provider of audiovisual transmission services. In addition to radio and television broadcasting activities,
TDF also provides technical services to radiocommunications and cable operators and video production
services, and has become one of the leading French wireless video service providers.

TDF currently has a legal monopoly to broadcast state-owned programming and broadcasts the
programs of the major state-owned and private French television and radio networks. With respect to
radio broadcasting, TDF provides digital audio broadcasting (DAB) in Paris and several other major French
cities. In addition, TDF’s Synchronous FM system also provides uninterrupted FM radio reception along
approximately 2,000 kilometers of French highways according to its estimates. In December 2002, France
Telecom concluded the sale of its 100% holding in TDF to a consortium of investment funds (Tower
Participations SAS) and France Telecom itself, through its subsidiary Cogecom. Following this operation,
44.20% of TDF’s capital is held by CDC Ixis Equity Capital and Charterhouse Capital Development, 36.20%
by France Télécom and 19.60% by the Caisse des Dépots Group. See “4.5 Divestitures — Withdrawal from
TDF”.

Cable television

France Telecom is a leading operator of cable television network facilities in France and a provider
of cable television services to French households. France Telecom conducts cable television network
operations and provides cable television services through France Télécom Cable.

France Telecom also provides cable television network operations services dedicated to NC
NumeériCable, a direct service provider owned by Canal+.
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France Telecom also currently owns a minority interest in Noos, which provides cable television
services over its own cable television network but also uses part of France Telecom Cable’s network.
France Telecom'’s holding in Noos is the result of the retrocession of the Noos shares previously held by
NTL prior to its reorganization. Noos offers television, broadband Internet services and fixed line
telephony services over cable networks in the greater Paris metropolitan area and other major French
cities. At September 31, 2002 Noos served 2.9 million households and had 1.1 million subscribers, NC
NumériCable served 2.3 million households with 0.75 million subscribers, and France Telecom Cable
served approximately 1.5 million households with 0.85 million subscribers (source: Aforum). See
“4.5 Divestitures — Withdrawal from NTL” and “Iltem 5. Operating and Financial Review and
Prospects — 5.5 Recent developments”.

4.3.4 Fixed line, voice and data services — Outside France
TP Group
General Description

In October 2000, a consortium directed by France Telecom acquired a 35% holding in
Telekomunikacja Polska SA (“TP SA”), the state-owned Polish telecommunications operator, for an
investment of approximately €4.5 billion, of which €3.4 billion was provided by France Telecom. Upon
execution of this contract, France Telecom acquired 25% of the capital of TP SA and Kulczyk Holding, its
Polish partner in the consortium, acquired 10% of the capital. Following the sale of TP SA shares by the
Polish State in 2000 and 2001, the consortium created by France Telecom and Kulczyk Holding held a
47.5% interest in TP SA, with France Telecom holding 33.91% at December 31, 2001. The consortium did
not exercise its call option allowing it to acquire 2.5% of the share capital of TP SA plus one share at any
time between January 1, 2002 and December 31, 2002.

The consortium also holds a call option to purchase an additional 10% of the share capital of TP SA
should the Polish Treasury decide to sell TP SA shares, exercisable at the same price as the price offered
to institutional investors within the context of such an offer. Following the appointment by the
consortium directed by France Telecom and Kulczyk Holding of the majority of TP SA’s supervisory board
at the general shareholders’ meeting on April 26, 2002, confirming the acquisition of the Polish operator
by the consortium, TP Group (TP SA and its subsidiaries) has entered the scope of consolidation of France
Telecom and has been fully consolidated by full integration in France Telecom’s accounts since April 1,
2002.

For more information on the terms of the shareholders’ agreement between France Telecom and
Kulczyk Holding, see “Item 5. Operating and Financial Review and Prospects — 5.6.7 Net Income — Non-
recurring provisions and exceptional amortization”, “— 5.10.6 Other Commitments” and Note 28.2 in the
Notes to the Consolidated Financial Statements.

TP Group is the leading telecommunications group in Central Europe in terms of revenues and
number of customers. TP Group is the leading telecommunications service provider in Poland, offering a
broad range of services that include fixed line telephony, national and international long distance voice
telephony, line leasing, radio communications, and data transmission (including Internet services). TP
Group is also a majority shareholder in PTK Centertel, one of three wireless operators in Poland, with the
balance of PTK Centertel’s share capital being held indirectly by France Telecom through its subsidiary
FTMI.

At December 31, 2002, TP Group had 47,928 full-time equivalent employees.
Activities

Fixed line services — TP SA

These services allow customers to make local or international calls as well as calls to wireless
phones. To the extent that digital lines are available, TP Group offers the following services: voice mail,
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call forwarding, call waiting, caller identification on the analog network, a general call limit, rapid dial (for
shorter numbers), telephone conferencing, and a limit on calls made when a monthly amount is reached.

In addition, TP Group offers ISDN services to consumers with access to the digital network. This
service includes the option of having two phone lines for the price of one subscription, high quality digital
connections, caller identification, and high speed Internet connection. Two types of access are offered to
TP Group customers:

° Basic access, known as OCTOPUS S (2B+D), designed for the consumer and small business
market; and

° Advanced access, known as OCTOPUS XL (30B+D), designed for medium and large businesses.

In September 2000, TP Group began to install automatic rate telephones that operate with ISDN
lines.

TP Group also offers the following services: free calls, shared payment calls, universal numbers,
telephone voting, and phone cards. TP Group has offered voice mail services since June 1, 2000 and a VPN
(virtual private network) service since November 15, 2000. TP Group is currently working on the
installation of VCC cards (virtual and credit telephone cards).

A proposed law in Poland provides for opening the local loop to alternative operators. Total
deregulation of the international telecommunications market has been effective since December 31,
2002. TP SA operates in business sectors completely open to competition since January 1, 2003, when the
international calls market was opened. The other segments had previously been opened to competition.

Leased network

TP Group believes it is the leading leased network provider in Poland. Customers can use leased
lines for their own needs or to offer telecommunications services to their customers. This network is
currently used primarily by Polish wireless network providers, the Ministry of Defense, the Ministry of the
Interior and government agencies, financial institutions and Internet service providers.

The cost of leasing the TP Group network is based on the following two elements: the number of
connections and the monthly subscription fee. This fee varies according to the capacity or type of
network. The strategy of TP Group is to increase network transmission and capacity, while reducing the
cost of use for the consumer.

Data transmission
High speed data transmission is the segment of the Polish telecommunications market experiencing
the strongest growth. TP Group intends to strengthen its position in this segment.

TP Group has offered Internet access by modem since June 1996. The Internet can be accessed
using the national number 0-20221 at the cost of local access calls (or less in off-peak times) and does not
require a subscription. In the same way, the number 0-202422 allows consumers to access the Internet
through the ISDN service. TP Group also provides Internet access for 220 Polish service providers.

In 1999, permanent Internet access (SDI) was established. This system allows simultaneous phone
calls on the same line. In the middle of 2001, TP Group launched the ADSL NEOSTRADA service.

Wireless telephony — PTK Centertel

PTK Centertel Sp. Z.0.0., or PTK Centertel, has obtained a number of licenses, including a 15-year
license (valid until August 2012) to create and maintain a GSM 1800 digital network, a 25-year license
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(valid until December 2016) to create and maintain an NMT 450i network and a 15-year license (valid until
July 2014) to provide a GSM900 service. In December 2000, PTK Centertel was awarded a UMTS license
for €650 million, of which €260 million was fully-paid, with the balance to be paid in 18 payments
beginning in 2005. The terms of the license anticipate minimum coverage of 20% of the population in
2004. This network will not be in service before January 1, 2004, at the earliest and at the latest, January
1, 2005. The UMTS license will expire on January 1, 2026.

The bi-band network covers both voice and data transfer. This includes SMS transmission, call
forwarding, messaging services, telephone conferencing, CLIP (calling line identification presentation)
and CLIR (calling line identification restriction). Roaming is also available.

PTK Centertel holds 247 commercial roaming agreements with operators in more than 106
countries, giving its users access to GSM 900, GSM 1800 and PCS 1900 networks when they travel.

PTK Centertel’s strategy is to increase the range of its wireless services, while reducing the cost. To
the extent that the average salary in Poland is low, and telephones are inexpensive, an installation service
and monthly subscription fee at a reasonable price are the primary concerns of customers.

The Polish telecommunications market increased 42.0% and 36.7% in 2001 and 2002 in terms of
customers. PTK Centertel is the third leading wireless network operator to penetrate the Polish market
and had 4.48 million customers at December 31, 2002 (source: Mobile Communications).

Internet services
The main segments of this business are:

Internet Biznes offers server space for Internet pages and e-mail accounts. The consumer can
redesign his space on the server and determine user rights without limit. It is managed through a simple
graphic interface.

Kolory.tpi offers its customers e-mail accounts, virtual Internet services, and space on the server
known as i-Baza.

I-Serwer is a service that leases allocated servers. This equipment uses the resources of the Data
Center owned by TP Internet.

Konto-e-konto business package combines all the benefits of modern bank accounts with diversified
Internet media support. This project was established by Bank Zqchodni WBK SA and TP Internet. TP
Internet is the only company in Poland that can broadcast audio/video content using Real Networks
streaming software to 2,200 internet users simultaneously and directly. TP Internet also offers Internet
advertising services.

Magellan.net is part of the TP Internet group and specializes in developing interactive Internet sites,
multimedia presentations, and offers an Internet support tool.

Wirtualna Polska was acquired by TP Internet in 2001 and is a key player in the development of the
services of the Internet group. Wirtualna Polska (Virtual Poland — WP.pl.) is the portal of TP Internet and
had over 4 million users every month in 2002. Wirtualna Polska is continually recognized as one of the
most frequently viewed and visited sites in Poland. Wirtualna Polska (WP.pl) believes it is the second-
leading Internet portal in Poland and remains today the largest Internet information, communication and
exchange platform in Poland. The portal offers the most popular Internet programs (e-mail, chat rooms,
“p2p communicator”, and an Internet search engine), as well as more than 50 information and
entertainment services, and e-commerce applications (virtual e-mail, auctions, airline reservations, and
travel). Since 1995, TP Internet has been a major player on the Polish market. In September 2002, WP.pl
had over 700 million pages visited. The portal covers over 73% of Poland’s population.
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Other fixed line activities outside France

In addition to the TP Group, France Telecom has holdings in other fixed line businesses in Europe,
either directly or through Orange. These are discussed in the Orange section. See “4.3.1.3 Controlled
wireless operations in Europe” and “4.3.1.4 Other minority-owned operations in Europe”.

In Spain, France Telecom owns 100% of Uni2 (Lince Telecommunicaciones). At December 31, 2002,
Uni2 provided fixed line service to 1.6 million customers, representing 2.6 million lines.

In Portugal, France Telecom indirectly holds 43.3% of the Novis fixed line telephone operator. This
alternative telecommunications operator provides service to approximately 115,000 customers at
December 31, 2002. In Portugal, France Telecom also indirectly holds 43.33% of Clixgest, an Internet
service provider.

France Telecom also holds assets in Latin America, Asia-Pacific, the Middle East, and Africa.

Latin America:

At December 31, 2002, France Telecom held a 14% economic interest in Telecom Argentina, a
fixed line carrier providing fixed line services to approximately 3.3 million subscribers and to
approximately 0.3 million pre-paid customers at December 31, 2002. As a result of the currency
crisis relating to the Argentinean peso that began on December 21, 2001, Telecom Argentina
declared it was stopping payment on the principal of its debt as of April 2, 2002 and on its
interest as of June 24, 2002. Telecom Argentina began the process of renegotiating its debt
with its principal creditors in September 2002. France Telecom considers that, since the
beginning of the Argentinean crisis, it no longer has significant control over Telecom
Argentina. See “Item 5. Operating and Financial Review and Prospects — 5.6.7 Net Income —
Non-recurring provisions and amortization”, “ltem 5. Operating and Financial Review and
Prospects — 5.7 Analysis by Segment — 2001 vs. 2000” and Note 7 in the Notes to the
Consolidated Financial Statements. Argentinean regulations, however, prohibit the transfer of
a large portion of its share in the consortium without the prior approval of Argentinean
authorities.

France Telecom has an indirect 25% interest in Intelig, an alternative international and
domestic long-distance fixed line operator in Brazil that began operations in the first half of
2000. France Telecom may sell its holding in this operator.

France Telecom participates in a consortium that has a 51% interest in CTE, the national
telecommunications operator of El Salvador, with fixed line services to customers over
approximately 618,100 lines at December 31, 2002. This participation has resulted in off-
balance sheet commitments. See Note 28 in the Notes to the Consolidated Financial
Statements.

Asia-Pacific:

France Telecom entered into a partnership agreement in July 1997 with the Vietnamese
national fixed line operator, VNPT, to provide financial, technical and managerial assistance in
connection with the installation of new lines in the eastern area of Ho Chi Minh City. The
agreements are the subject to the off-balance sheet commitments described in Note 28 in the
Notes to the Consolidated Financial Statements.

On April 10, 2002, France Telecom formed the Tahiti Nui Telecom company in partnership
with the Postal and Telecommunications office (“OPT”) of French Polynesia, in which it holds
34.0%. This company provided international telephone services from French Polynesia to
53,000 fixed line customers of OPT at December 31, 2002.
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° France Telecom held a 40% interest in Pramindo Ikat, a joint venture with the historic
operator in Indonesia, that operates the fixed line network of the island of Sumatra. In early
2002, the shareholders of Pramindo Ikat, including France Telecom, entered into an agreement
for the sale of all of their interest in Pramindo to PT Telekomunikasi Indonesia Tbk. This sale is
described in “4.5 Divestitures — Withdrawal from Pramindo lkat”.

Middle East and Africa:

o France Telecom has a 51% interest in Cote d’lvoire Telecom through the holding company
FCR. Cote d’lvoire Telecom is the national telecommunications operator in the lvory Coast
which provided fixed line services to approximately 333,000 lines at December 31, 2002. FCR
holds a call option, from January 1, 2000 for a period of 20 years, for up to a maximum of 5% of
the share capital of FCR-CI, a subsidiary of FCR. Cote d’lvoire Telecom’s business has been
affected by the current local events, which has led to the depreciation of this asset’s value.

° France Telecom has a 42.3% interest in Sonatel, the national telecommunications operator in
Senegal, with fixed line services to customers over approximately 224,700 lines at December
31, 2002.

° France Telecom indirectly holds 40% of the share capital of Jordan Telecommunications
Company, with fixed line services to customers over nearly 680,000 fixed lines at December 31,
2002. Jordan Telecommunications Company was listed for trading on the Amman (Jordan)
stock exchange in 2002.

° France Telecom holds 100% ownership of RIMCOM, a Mauritian company, which holds 40% of
the shares of Mauritius Telecom, the traditional telecommunications operator in Mauritius,
with fixed line services to customers approximately 326,800 lines at December 31, 2002.

Equant

Equant, one of the world’s leading data transmission providers, is a Dutch corporation with its
headquarters in Amsterdam. An international presence, Equant maintains four principal offices: Paris
(France), Reston, Virginia (USA), Slough (United Kingdom) and Singapore.

In November 2000, France Telecom entered into a series of agreements with Equant for the sale by
France Telecom of Global One Communications World Holding BV and Global One Communications Holding
BV to Equant in exchange for Equant shares. In March 2001, the European Commission approved the
acquisition of Equant by France Telecom, in compliance with European competition regulations. Under the
agreements, France Telecom, through its Belgian subsidiary Atlas Telecommunications, became (and
remains so at December 31, 2002) the majority shareholder in Equant, holding approximately 54.2% of
Equant’s share capital the right to name five of the nine members of Equant’s supervisory board and one of
three members of the management board as long as France Telecom holds at least 34% of Equant’s shares.

Under the agreements, Equant acquired 100% of Global One Communications World Holdings BV
and Global One Communications Holdings BV in exchange for 80,617,348 newly issued Equant common
shares; and France Telecom acquired the 67.95 million Equant common shares held by the SITA
Foundation in exchange for shares in France Telecom at a ratio of 2.2 Equant common shares for one
France Telecom share. Based on a price per share of €56.30 on June 29, 2001, the transaction was valued
at approximately €1.7 billion. France Telecom, through its subsidiary Atlas Communications, subscribed to
10 million Equant convertible preferred shares for $1 billion (€1,179 million). These shares will be
automatically converted into 10 million common shares, or 3.42% of Equant’s share capital, at the end of
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five years from the closing date of the transactions, without changing France Telecom'’s percentage
holding in the capital of Equant.

At the closing date of the transactions, France Telecom issued contingent value rights, or CVRs, for
each Equant common share held by Equant shareholders other than the SITA Foundation, as well as for
certain beneficiairies of options to subscribe for shares and Restricted Share Awards granted by Equant
before November 19, 2000. Each CVR will on June 24, 2004 give its holder the right to receive a cash
payment equal to the difference between the average Equant share price over a specified period and €60,
within a limit of €15 per CVR, which is a maximum risk of €2.077 billion, which was fully funded by
provisions at December 31, 2001.

Pursuant to the contribution agreement, France Telecom transferred Global One’s corporate data
transmission services to Equant, but retained Global One’s carrier business (which provides services to
other operators), as well as the majority of its calling card activities. A provision of the agreement ensures
the continuity of voice services for Equant customers.

France Telecom cannot hold more than 70% of Equant’s shares before June 29, 2006, unless France
Telecom acquires these shares pursuant to (i) a take-over bid or (ii) in accordance with a strategic merger
completed in good faith and under market conditions. France Telecom cannot sell or distribute more than
25% of its holding in Equant until June 29, 2005 unless agreed upon by the independent directors or other
shareholders unless this transfer results in a strategic merger involving Equant and another company in
which France Telecom holds at least 34% of the voting rights.

The operational merger of Equant and Global One generates substantial synergies in network
rationalization and sales and support services. Further, integration within the France Telecom group
generates three principal sources of synergies:

° The use of France Telecom’s network of international infrastructure, which is now shared by
the entities of the France Telecom group, via France Telecom Long Distance; Equant is
responsible for the network which provides the services for which Equant provides complete
operational control;

. Equant benefits from France Telecom’s strong commercial presence in France, through an
exclusive distribution agreement for its products in France across France Telecom’s
commercial network, and through access to local production; and

° Equant develops global products and services for an international market, including
information systems, equipment purchases and support functions tied to these products;
through a franchise agreement, the French market is able to access these products.

At the close of this transaction, Equant terminated its joint venture agreement with SITA, a Belgian
cooperative company formed by airline companies around the world to offer telecommunications
services, and replaced it with a series of agreements. A Strategic Relationship Umbrella Agreement
defines the general principles governing the relationship between Equant and SITA and was signed for a
duration of 10 years. This agreement provides for exclusivity for a period of 5 years, during which SITA
will not have the right to purchase network services from Equant’s competitors without Equant’s consent,
and Equant will not have the right to sell network services to airline companies. The agreement may be
terminated only if there is a serious breach of obligation by the parties of their obligations. It also includes
a minimum revenue clause for Equant, valid until June 30, 2003. After this date, wholesale prices will be
determined by market prices. A Network Services Agreement that sets the terms and conditions for the
supply by Equant of network services to SITA was signed for a duration of 10 years. These agreements are
described in greater detail in “Item 7. Major Shareholders and Related Party Transactions — 7.4 Related
Party Transactions — Equant”. A Transition and Management Agreement was also concluded to govern
the terms and conditions for the gradual transfer of SITA’s assets, personnel and network to Equant, and
the management of the network by Equant. Pursuant to the current agreement between Equant and
SITA, Equant controls and manages the network. Equant brings its portfolio of products and services to
SITA, which in turn provides these products and services globally to the air transport operators.
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On June 26, 2001, Equant, through France Telecom’s subsidiary Transpac, also entered into a series
of agreements setting the terms for the relationship between Equant and France Telecom regarding the
conditions for the sale and supply of services by Equant in France through the Transpac network. In 2002,
Equant signed a series of final agreements with France Telecom and its subsidiaries to supply the
switched voice services referred to in the schedule to the Memorandum of Understanding signed at the
time of the merger with Global One in 2001. Under the terms of the Memorandum of Understanding,
France Telecom is required to pay for the costs of restructuring Equant’s voice network.

Due to the numerous transactions that resulted from Equant’s merger with Global One, Equant
underwent an internal reorganization in 2001. Equant now offers products and services through a
centralized organization rather than through three operating divisions. Furthermore, Equant accounts for
its earnings for operations conducted with France Telecom in accordance with generally accepted French
accounting standards and no longer in accordance with US generally accepted accounting standards. In
2002, Equant successfully completed the integration of the Global One network into its own. Equant also
completed the legal merger of former Global One subsidiaries with those of Equant located in 50 of the 638
countries selected for integration. These 50 countries accounted for over 90% of Equant’s revenues at
December 31, 2002. Equant plans to complete the legal consolidation of the 18 remaining countries
before the end of 2003. On that date, the goal is to have integrated over 100 operating subsidiaries and
branches.

Equant is a recognized leader in global IP and data services for multinational businesses offering
network and integration services. Equant assists customers in using data networks, helping them to
effectively manage their businesses, both by reducing their costs and by exploiting data communications
to provide new services. Equant believes it offers unequaled global coverage with a seamless data
network, connecting key business centers in about 220 countries and territories, with local support in 167
countries. The network allows users to access their own company’s information and applications, and
those available from the Internet anywhere in the world, through direct connections or through “dial-up”
from portable computers or other network access interfaces. Increasingly, Equant is focusing on helping
customers explore ways of using IP technologies by providing new services or using services available
from intranets, extranets, or the Internet.

Equant offers a broad portfolio of IP-based end-to-end managed network services, an extensive
range of traditional end-to-end managed data network services and a series of advanced value added
voice and wireless services, as well as innovative integration and managed services. Equant also offers a
range of service management products that permits customers to monitor network performance,
availability and fault rectification. Among its leading service offerings, Equant MPLS-based IP VPN service
is now used by more than 650 businesses and is fully operational in 142 countries, its international Frame
Relay service is provided in 185 countries and its ATM offer is provided in 46 countries.

Equant’s networks are able to connect essential operations within business organizations on a
global scale. Multinational companies demand continual access to the critical applications of their
business and rely on high levels of customization, performance, reliability and security of all the
supporting network infrastructure.

Equant’s principal competitive strengths include:

° Network Footprint: the network spans approximately 220 countries and territories and 1,050
cities and towns. This calculation is based on international air transport country codes. Equant
believes that its ability to provide services in locations where its competitors cannot is a key
selling point;
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° Network Capacity: the network is designed to support high bandwidth, multimedia
applications and is continually upgraded to take advantage of new technology. Equant has full
operational control of the network, rather than providing service through a patchwork of
interconnected alliances. This provides a key advantage to Equant over its competitors;

° Global Support Infrastructure: many of Equant’s customers are multinationals that require
local support for all their operations, and not just their headquarters. Equant operates five
International customer service centers and seven hosting centers, with staff based in a total of
165 countries. All staff members speak English, while Equant also provides local language
support to its customers in over 30 languages;

° International Business and Data Focus: the technology of the network is designed to support
the increasing convergence of data, voice and video. This convergence is achieved through a
single IP connection. Equant’s business is focused on data transmission in an international
environment, in contrast, many of its competitors have traditionally focused on voice
telephony within national markets. Equant’s target customers demand international service
and a high level of data networking expertise;

° Customized Services: Equant provides its customers with a wide range of services that
complement its key network-based data and IP products; these products are not directly
dependent on the network for their provision. With local support expertise across 167
countries, Equant is able to deliver integration services, messaging, hosting and security
services, as well as consulting, project management, installation, maintenance and technical
support and equipment supply to its customers, both globally and locally; and

° Strong Customer Base: Equant has a broad and stable base of customers across a wide range of
industries. Equant serves approximately 3,700 large business customers, including over two-
thirds of the top 100 multinational companies. Equant’s focus on building long term
relationships with “blue chip” organizations has a positive impact on both customer loyalty
and development of the business conducted with these customers.

In 2002, Equant completed the integration of the former Global One network with its own. Equant’s
goal is to become profitable by concentrating on sales of data transmission, intellectual property and
integration services to multinational corporations. To achieve this objective, Equant’s objectives are:

° increase its market share;

° strengthen its direct and indirect sales channels through key partners and develop new
markets;

° develop and streamline its product portfolio using IP VPN as an anchor product and
aggressively promoting IP VPN telephony, integration services, voice messaging and security
systems;

° improve customer satisfaction by using “best practices” for service supply and management;
and

° continue to develop the network and the MultiProtocol Label Switching (MPLS) structure.

International investments in broadcasting and cable

In 2002, France Telecom also had investments in the cable business outside of France, mainly in
Casema, a leading Dutch cable operator, with approximately 1,367,000 subscribers at December 31, 2002.
France Telecom sold this investment on January 28, 2003. See “4.5 Divestitures — Sale of
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Casema”. France Telecom also has investments in the broadcasting market through GlobeCast mainly in

Northern Europe, the United States and Singapore. GlobeCast operates satellite transmission services for
professional broadcasters, business media networks, and IPs. With sixteen offices and teleports, it offers a
range of transportation solutions, satellite broadcasting and, notably, television, radio, Internet, sporting

event and news programs.

4.4 Sales and Distribution

Under the Ambition FT 2005 Plan, France Telecom was reorganized into six operating divisions and
seven function divisions. Three of the operating divisions are responsible for expanding business in the
Fixed line, voice and data services—France segment: Large Business Solutions (Solutions Grandes
Entreprises), Fixed Line and Distribution France (Fixe et Distribution France), and Networks & Operators
(Réseaux et Opérateurs). Marketing and customer service activities are conducted through these three
divisions so that products and services can be tailored to the specific needs of distinct customer groups.

The Fixed Line and Distribution France division designs and distributes consumer products through
its 630 branches in France at December 31, 2002 (over 80% of which are located in downtown and
commercial shopping areas). This division also oversees payphone and telephone card services. In voice
and data transmission, the Fixed Line and Distribution France division also provides services to corporate
customers through a network of Corporate branches. The Large Business Solutions division serves the
needs of major domestic and international corporations through Transpac in France and Equant in the
rest of the world. The Networks & Operators division installs, operates and maintains the France Telecom
domestic and international networks and distributes France Telecom products and services to other
operators and telecommunications services providers.

By organizing marketing and customer service activities in this manner, France Telecom tailors its
products and services to the differing needs of distinct customer groups.

4.5 Divestitures

France Telecom is refocusing on its core business as a telecommunications services operator. To this
end, it has begun to sell off the investments listed below and intends to sell off various other investments
under the “Ambition FT 2005” program (See “4.2.1 “Ambition FT 2005” Plan”). Within the context of these
sales, France Telecom has issued representations and warranties as is customary in these types of
transaction.

Withdrawal from Deutsche Telekom

Pursuant to a cross-shareholding arrangement announced in July 1998, France Telecom purchased
2% of Deutsche Telekom’s shares from the German State and Deutsche Telekom, in exchange, purchased
2% of France Telecom’s outstanding shares from the French State. France Telecom and Deutsche
Telekom agreed that they would not sell their holdings in each other before December 31, 2001, except
under limited circumstances or unless otherwise agreed.

On May 17, 2000, France Telecom entered into a framework agreement with Deutsche Telekom and
Kreditanstalt fiir Wiederaufbau (KfW) to unwind the cross shareholding between France Telecom and
Deutsche Telekom. Under this agreement, France Telecom sold its stake in Deutsche Telekom, which had
been reduced to 1.8% after dilution, to KfW on December 19, 2000 for €3.1 billion, resulting in a pre-tax
gain of €1.9 billion.

France Telecom had a call option, which could be exercised between January 1, 2002 and January 31,
2003, to purchase the 20,492,292 France Telecom shares held by Deutsche Telekom, representing 1.77% of
its outstanding shares at May 28, 2002, at a price linked to the market price for France Telecom shares at
the time the option was exercised. If France Telecom did not exercise this option, Deutsche Telekom
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could exercise its sale option requiring France Telecom to purchase these shares on January 31, 2003
under the same conditions.

On June 19, 2002, France Telecom and Deutsche Telekom terminated their agreement of June 21,
2000 concerning the 20,492,292 France Telecom shares held by Deutsche Telekom subject to lockup
clauses. Subsequent to this agreement, Deutsche Telekom proceeded on the same day to sell its entire
interest in France Telecom to institutional investors in an over-the-counter placement.

Withdrawal from NTL

At the beginning of 2002, NTL commenced a process of financial restructuring and prepared a
business plan based on the entry of a new strategic shareholder. After the 2001 financial statements were
issued, the strategic investors with whom NTL was in negotiation withdrew. On May 8, 2002, NTL filed for
bankruptcy protection in a United States bankruptcy court.

On September 5, 2002, the financial restructuring plan, previously approved by the bondholders of
NTL, and by France Telecom, was approved by the bankruptcy court. It is applicable from January 10,
2003.

Under this plan, NTL and its subsidiaries have been reorganized into two separate groups around
the former holding companies previously called NTL Communications Corporation (now NTL
Incorporated) regrouping the British and Irish operations and NTL Incorporated (now NTL Europe, Inc.),
regrouping the networks of continental Europe, with the exception of the investment of 27% in Suez
Lyonnaise Telecom (Noos).

In accordance with this plan, France Telecom received in exchange for its NTL preferred and
common shares and the payment of $25 million:

A 6,040,273 NTL Incorporated warrants listed on a regulated market, giving the right to subscribe
to 10.68% of the NTL Inc. ordinary shares (before dilution) on the basis of a share per warrant
at the exercise price of $309.88 per share; this right must be exercised before January 10, 2011.
In mid-February 2003, the market value of these warrants was approximately $2 million.
France Telecom does not currently intend to exercise these warrants, but to sell them when it
deems their value sufficient;

. 376,872 NTL Europe, Inc. common shares (representing 1.9% of the NTL Europe, Inc. common
shares before dilution) not listed for trading on a regulated market.

Under the plan, the 27% stake in Suez Lyonnaise Telecom (Noos), which France Telecom had sold to
NTL in May 2001 was given back.

In addition, France Telecom has a right of sale for the shares of Noos in the event that Suez sells its
holding in Noos (i.e., a tag along). Suez, on its part, could force France Telecom to sell its shares of Noos in
the event where (i) Suez sells its entire holding or a majority share of its holding in Noos or (ii) such a sale
bears on at least 50% of Noos’s share capital (i.e., a drag along). Suez and Morgan Stanley Dean Witter
Capital Partners IV LLC have a right of first refusal on the shares of Noos.

Transfer of Stellat to Eutelsat

France Telecom sold the Stellat company, owner of the Stellat 5 satellite launched on July 5, 2002,
to Eutelsat in September 2002.

Prior to this sale, France Telecom had purchased Europe*Star’s shares in Stellat. After taking into
account this purchase, the net cash proceeds for France Telecom were €181 million. The impact of the
sale on earnings was not significant.
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Under its original mission, Stellat 5 ensures continuity of services from France Telecom’s Telecom
2C satellite, primarily to transmit the major French national channels that will be transmitted over
Stellat 5.

The remaining economic relationships between France Telecom and Stellat are not material; France
Telecom continues to use Stellat’s satellite infrastructures at market conditions to transmit its traffic and
develop specific services, particularly through its France Telecom Long Distance division and its
subsidiaries, including GlobeCast.

Additional Withdrawal from STMicroelectronics NV

On July 29, 2002, France Telecom completed a bond issue in the amount of €442 million of
21,138,723 bonds obligatorily redeemable for existing shares of common stock in STMicroelectronics NV
on or after January 2, 2004 and bearing interest at a rate of 6.75 % per year.

France Telecom SA will deliver to bondholders a maximum of 26.42 million STMicroelectronics NV
shares (representing the balance of its indirect holding in STMicroelectronics NV, assuming that all 1%
bonds with exchange options issued by France Telecom in 2001 are exchanged for shares) and a minimum
of 20.13 million STMicroelectronics NV shares, depending on the price of these shares at maturity on
August 6, 2005. In the event the price of the shares is greater than €21.97 at maturity, France Telecom will
have 6.3 million STMicroelectronics NV shares available for sale on the market.

This transaction is part of France Telecom’s sale of its stake in STMicroelectronics NV, a
semiconductor manufacturer. It follows a private placement with institutional investors of approximately
69 million shares of STMicroelectronics NV common stock in December 2001 by STMicroelectronics
Holding Il BV on the joint behalf of Finmeccanica and France Telecom, and the simultaneous issuance by
France Telecom of 1% bonds, with an option for exchange for 30 million existing common shares of
STMicroelectronics NV on or after January 2, 2004 for a total amount of approximately €1.52 billion.

Following these transactions, the shares were placed in a depositary by STMicroelectronics Holdings
11 BV and will be transferred to France Telecom or to the bondholders at the maturity date.

Withdrawal from Pramindo Ikat

On August 15, 2002, all of the shareholders of PT Pramindo Ikat Nusantara (Pramindo Ikat), the
Sumatra-based Indonesian fixed telephony operator (in which France Telecom held 40%), sold their
interest to PT Telekomunikasi Indonesia Tbk (PT Telkom), which acquired 100% of Pramindo Ikat.

The Pramindo Ikat shares will be delivered by the shareholders in three stages:

° 30% in September 2002;

° 15% in September 2003; and

o 55% in December 2004.

The sale was made in exchange for a cash payment and the remittal of debt instruments.

The proceeds of the sale to France Telecom were $147 million (excluding deferred interest). France
Telecom sold the debt instruments it received as payment on the Indonesian market ($103 million) in
December 2002 and the remainder in January 2003. The pre-tax capital gain recognized on the sale of 30%
of the shares was €27 million.

Withdrawal from Panafon

On November 29, 2002, France Telecom sold to Vodafone International Holdings BV its 11% interest
in Vodafone-Panafon, the Greek telecommunications operator listed on the Athens and London Stock
Exchanges, for a gross amount of €310 million.
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At the same time, France Telecom acquired from Vodafone Group plc a cash settlement option for
€10 million to cover its financial obligations related to the exchange of the 4.125% France Telecom bonds
exchanged for Panafon shares maturing on November 29, 2004. This option has the same terms and
conditions (exercise price, maturity and adjustment arrangements) as those of the exchangeable bonds.

This transaction yielded a pre-tax capital gain in 2002 of €274 million.

Withdrawal from TDF

Pursuant to the agreement signed on July 25, 2002, France Telecom sold its entire interest in the
TDF group to the holding company Tower Participations SAS. Under the terms of the transaction, TDF
was valued at approximately €1.85 billion. In addition, France Telecom also subscribed to a capital
increase of Tower Participations SAS for €100 million, representing 36.20% of its capital, and invested
€150 million in convertible bonds issued by Tower Participations France, a subsidiary of Tower
Participations SAS. This subscription to convertible bonds was pro rata to France Telecom’s interest in
Tower Participations SAS, and represents France Telecom’s share of the financing contributed by the
shareholders to acquire TDF (of which the French State must hold, directly or indirectly, the majority of
shares). Should TDF’s financial situation require, France Telecom is committed to a supplemental
investment in the form of a subscription to new securities, which, in its case, is limited to €50 million. The
net cash income for France Telecom, after reimbursement of the current accounts, is €1.34 billion. The
pre-tax capital gain recorded in the income statement is €486 million, corresponding to 63.8% of the
capital actually transferred.

The capital structure of the new holding company controlled by the financial investors is as follows:
° Investment funds (CDC IXIS Equity Capital and Charterhouse Capital Development): 44.20%;
. France Telecom, through Cogecom: 36.20%;

. Caisse des Dépots et Consignations: 19.60%.

The shareholder agreement between the parties on December 13, 2002:

. gives control of Tower Participations SAS to the investment funds which hold a majority on
the supervisory board. In the event of hon-compliance with the terms of the contract
provisions regarding the composition or control of the supervisory board or the rules on
majority at Tower Participations SAS shareholders’ meetings, the shareholders have
undertaken to pay pro rata between the defaulting parties an indemnity of €400 million to the
investment funds; and

° constitutes the liquidity rights of the shareholders by establishing subject to legislative
provisions in effect, certain preemptive, tag along and drag along rights (see Note 3 in the
Notes to the Consolidated Financial Statements).

For more information on the distribution of capital gains resulting from the subsequent sale of
Tower Participations SAS shares, see Note 3 in the Notes to the Consolidated Financial Statements.

Sale of Casema

Following the decision of Liberty Media to pull out of the discussions on the purchase of Casema
Holding BV, the third largest cable TV operator in The Netherlands, after the Dutch competition
regulation authorities declared their intention to move into phase 2 of their review of the transaction,
France Telecom pursued discussions with other potential buyers and, on January 28, 2003, sold its 100%
interest in Casema to a consortium of financial investors comprised of Carlyle, Providence Equity and
GMT Communications Partners. Under the terms of the transaction, the company was valued at €665
million.
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A portion of the Casema’s payment resulting from the transaction was allocated to repaying bank
loans amounting to €163 million, while the remaining €502 million was used to repay all bank overdrafts
granted by France Telecom to Casema.

Sale of Eutelsat

On February 4, 2003, France Telecom entered into an agreement with Eurazeo for the sale of its
interest (23.14%) in Eutelsat to a holding company formed for that purpose and majority-controlled by
Eurazeo. France Telecom will reinvest to hold 20% in the holding company, which in turn holds 23.14% of
Eutelsat. The transaction remains contingent upon approval by the regulatory authorities. It does not
affect the commercial agreements signed with Eutelsat by France Telecom and its subsidiaries in
conjunction with their operating activities.

Under the terms of the transaction, Eutelsat is valued at €1.93 billion and France Telecom’s 23.14%
holding is valued at €446.7 million. The holding company will borrow €92 to €120 million to pay for the
acquisition. Depending on the final amount of the bank loan, France Telecom will reinvest between €68
and €74 million in the holding company resulting in a 20% holding. France Telecom’s net income from
this transaction will be between €373 and €379 million. This amount will be paid in cash to France
Telecom on the date the transaction is completed, which is scheduled for the second quarter of 2003.

Sale of Wind

France Telecom signed an agreement with Enel on March 20, 2003 relating to the sale of its 26.6%
interest in Wind. This transaction remains contingent upon approval by the regulatory authorities.

The net proceeds of the sale amount to approximately €1.3 billion, valuing Wind at €5 billion. Price
adjustment clauses provide for price increases in the event that Enel sells, before December 31, 2004, all or
part of its Wind shares for a price which would value Wind at higher than €5 billion. The agreement also
provides for the reimbursement of the approximately €0.2 billion shareholder advance that France Telecom
granted to Enel as well as the release of the counter-guarantees that France Telecom granted to Wind to cover
a portion of the guarantees that Enel granted to financial institutions relating to deferred payment of Wind's
UMTS license and annual payments made by Wind for rights of way to Italian railroads. The shareholders’
agreements governing the relationships between Enel, France Telecom and Wind will be terminated in order
to effect the sale. See “5.10.6 Other commitments—Off balance sheet commitments related to investment
securities”. France Telecom has agreed to not re-establish itself on the Italian fixed line, wireless and data
transmission market sectors, with the exception of Internet and directory services, before December 31, 2004.

4.6 Competition
4.6.1 Orange

Orange faces significant competition from providers of wireless communications on a pan-European
basis, such as Vodafone, T-Mobile (Deutsche Telekom), mmO,, TIM (Telecom Italia Mobile), Telefénica
Moviles, NTT DoCoMo and Hutchison Whampoa, all of which have international networks. In addition,
Orange’s network operators face competition from national operators in each of the countries in which
they operate. To the extent that wireless devices displace fixed line telephones, Orange competes with
fixed line telecommunications providers.

France

Orange France’s main competitors are SFR and Bouygues Telecom. SFR, which is controlled by
Vivendi-Universal and partially held by Vodafone, started GSM900 operations in 1992. Bouygues Telecom,
which is controlled by Bouygues, a French conglomerate, and partially owned by BNP-Paribas, has
operated a GSM1800 network since 1996. At December 31, 2002, Orange France’s market share in France
(including the French overseas departments) was 49.8%, compared to 35.1% for SFR and 15.1% for
Bouygues Telecom. During 2002, the net increase in the number of Orange France customers was
approximately 1.4 million of the 1.6 million new registered customers on the French market (including the
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French overseas departments), compared to approximately 1.0 million for SFR and a decrease in Bouygues
Telecom’s client base of approximately 0.8 million (source: ART). The competitive landscape has been
stable since the entry of Bouygues Telecom as the third GSM operator. Orange France, SFR and Bouygues
Telecom have been awarded UMTS licenses for the French market. Furthermore, in December 2002, the
Autorité de Regulation des Telecommunications dismissed Tele2’s claim for the settlement of a dispute
following Orange France’s refusal to enter into a virtual wireless operator agreement with Tele2.

United Kingdom

Orange UK’s principal competitors in the United Kingdom are the three other existing operators of
wireless communications networks, Vodafone, 02 (wholly-owned by mm0O2) and T-Mobile (wholly owned
by Deutsche Telekom). All of them commenced their operations before Orange UK. At December 31,
2002, Vodafone, 02 and T-Mobile accounted for approximately 25.4%, 24.3% and 18.2%, respectively, of
all wireless customers in the United Kingdom, while Orange UK had approximately 27.2% of all wireless
customers, according to Mobile Communications.

In addition to the current wireless network operators in the United Kingdom, Orange UK will face
competition from the new UMTS entrant, Hutchison 3G UK Ltd, which will market services under the
brand name “3.” Hutchison 3G UK Ltd is owned by a consortium that is majority-controlled by Hutchison
Whampoa and also includes NTT DoCoMo and KPN Mobile as shareholders.

In November 1999, a joint venture between the Virgin group and Deutsche Telekom became the
first virtual wireless network operator in the United Kingdom when it launched its service, purchasing
airtime from One20ne (currently T-Mobile). Its market share was approximately 4.9% at December 31,
2002.

To the extent that wireless devices are substituted for fixed line telephones, Orange UK competes
with providers of fixed line telecommunications services, including British Telecom, and operators of
cable telephony systems.

Other Countries

In other markets where Orange has wireless activities, it faces strong competition. In most cases,
the principal competitors of Orange are subsidiaries or joint ventures of other large telecommunications
providers. For example:

° In Switzerland, Orange Communications SA competes with other wireless network operators,
including Swisscom Mobile, which is owned by Swisscom and Vodafone, and Sunrise,
controlled by TeleDanmark. At December 31, 2002, Orange Communications SA’s market share
in Switzerland was approximately 17%, compared to approximately 63% for Swisscom Mobile
and 20% for Sunrise.

° In Belgium, Mobistar competes with two other operators: Proximus, which is owned by
Belgacom and Vodafone, and BASE (formerly KPNO), which is owned by KPN Mobile, the
Dutch telecommunications group. At December 31, 2002, Mobistar's market share in Belgium
was approximately 30.4%, compared to approximately 53.8% for Proximus and 15.8% for BASE.

° The Netherlands is one of the most competitive wireless markets in Europe with five network
operators: KPN Mobile, which is indirectly owned by KPN and NTT DoCoMo; Vodafone; 02,
which is wholly-owned by mmO2; and Ben, which is owned by T-Mobile International and
Dutchtone. At December 31, 2002, Dutchtone’s market share in The Netherlands was
approximately 8.6%, compared to approximately 42.1% for KPN Mobile, 26.3% for Vodafone,
10.9% for 02 and 12.1% for Ben.
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° Orange Romania competes with three other operators: MobiFon/Connex (53.1% of market
share), Telemobile/Zapp (1.4% of market share) and CosmoRom (2.0% of market share). As of
December 31, 2002 MobiFon/Connex is owned by Telesystem International Wireless, Vodafone
and other financial investors. Telemobile/Zapp is primarily owned by Inquam, which is
controlled by the investment fund Qualcomm. CosmoRom is majority owned by Rom
Telecom, the national Romanian telecom operator. Orange Romania had a market share of
43.5% at December 31, 2002.

° In Denmark, Orange A/S competes with three other operators: TDC Mobil, which is part of the
TDC Group, Sonofon, which is controlled by the Norwegian telecommunications operator
Telenor, and Telia Danmark, which is wholly-owned by the Swedish telecommunications
company Telia. At December 31, 2002, Orange A/S’s market share in Denmark was
approximately 12.2%, compared to approximately 47.9% for TDC Mobil, 28.4% for Sonofon and
11.5% for Telia Danmark.

° In Slovakia, Orange Slovensko’s current competitor is Eurotel, which is owned by Atlantic West
and Slovak Telecom, which is in turn majority-owned by Deutsche Telekom. At December 31,
2002, Orange Slovensko’s market share was approximately 60%, compared to approximately
40% for Eurotel.

° In Egypt, ECMS was the first wireless operator and at December 31, 2002 was the leader in
terms of market share for both the prepaid and contract markets. At December 31, 2002,
ECMS’s only competitor is Vodafone Egypt, which was formerly known as Click services.

° In Italy, Wind competes with two other wireless GSM network operators. Telecom Italia Mobile,
which is controlled by Telecom lItalia, and Omnitel, which is controlled by Vodafone. In August
2002, the European Commission accepted the separate sale of the business assets of Blu, the
most recent entrant in the Italian GSM Mobile market, to the other Italian mobile operators.
Howeuver, Blu ceased operating in September 2002 when all of its business assets were bought by
Telecom lItalia Mobile, Tre, Wind and Omnitel Vodafone. At December 31, 2002 Wind’s market
share in Italy was approximately 15.5%, compared to 46.8% for Telecom Italia Mobile, 34.1% for
Omnitel Vodafone and 3.69% for Blu. Blu’s customer base has been transferred to Wind. In
addition, Wind will be in competition with a new operator, Tre (Hutchinson), which was awarded
a UMTS license. Tre postponed the launch of its UMTS operations until spring 2003. A UMTS
license was also awarded to IPSE in 2000. In 2002 IPSE froze its UMTS investments and
announced it would commence negotiations with the Italian Regulator in order to trade its
UMTS frequencies. Orange signed an agreement on March 20, 2003 regarding the sale of its
26.6% interest in Wind to Enel. See “4.5 Divestitures — Sale of Wind”.

° In India, BPL Mobile competes with Hutchison Telecom Max, held by Hutchison Whampoa,
and has an exclusive user’s right to the brand Orange in this market. BPL Mobile’s other
competitors in Mumbai are Airtel (Bharti Group) and Dolphin (MTNL Group).

4.6.2 Wanadoo

Wanadoo operates in strong and rapidly changing markets, due primarily to the development of new
access technologies, such as ADSL. In addition, Wanadoo faces significant competition in these markets
due to the presence of powerful competing operators.
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Internet access
France

The Internet access market in France is rapidly changing and was marked in 2002 by further
consolidation around the leading service providers. However, the French Internet access market remains
extremely competitive. Wanadoo’s principal competitors in the French Internet access market include:

° International Internet access providers affiliated with telecommunications operators, such as
AOL, T-Online (Club Internet), Tiscali and 9 Telecom;

° cable companies, such as Noos;
o independent local and national (Free) Internet access providers; and
o businesses that provide Internet access to customers, such as banks and major retailers.

Most of Wanadoo’s competitors are now focusing primarily on broadband products (mostly ADSL).
Wanadoo was one of the first Internet service providers in France to offer a wider range of ADSL products
(128, 512 and 1024K) to assist its customers and prospects in making the transition from their narrow
band products by offering additional convenience in terms of speed and unlimited connection.

International

Wanadoo’s principal competitors in international markets are local players, such as
telecommunications operators, cable companies and local and multinational independent service
providers, such as:

° United Kingdom: AOL and BTOpenworld (British Telecom);

° Spain: Terra (Telefonica), Ya.com (T-Online), Arrakis (British Telecom) and AOL;
° The Netherlands: Planet Internet (KPN), Freeler and Tiscali World Online; and
° Morocco: Maroc Telecom.

As in France, Internet access providers in international markets where Wanadoo competes offer
“free” or “subscription-free” access, as well as limited, semi-limited or unlimited all-inclusive packages
including local calls. In the conventional narrow band market with or without subscription, semi-limited
(for Spain) and unlimited packages (for the United Kingdom and The Netherlands) continue to make
progress. However, as in France, the increase in unlimited packages was more pronounced for broadband
products. Through innovative marketing, Wanadoo has helped to make these markets more dynamic by
increasingly expanding access to its entire ADSL and cable offering.

Portals

Wanadoo faces competition in each of its markets from numerous global or local portal providers,
which are categorized by Wanadoo into three principal types:

° Competition from portals of other access providers that group together many sites offering
personalized services and easy accessibility, encouraging their users to increase the amount of
time they spend on the site. In France, such competitors include AOL France, Club-Internet,
and Free. In Wanadoo’s principal international markets, such competitors include AOL and
Terra in Spain, Planet Internet in The Netherlands and Tiscali;

° Direct competition from portals offering general sites to a large number of users and providing
increasing amounts of local content and search engines in order to increase their user base. In
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France, these portals include Yahoo!, Lycos and Microsoft/MSN. In international markets,
Wanadoo competes with the global players listed above, as well as other international portals
such as Google, and local players such as Terra in Spain; and

° Other media such as newspapers, television, radio and other advertising media (billboards,
etc.).

E-Commerce
In the e-commerce market, Wanadoo competes with four principal types of players:

. Internet sites of large retailers and other intermediaries and businesses that are present in
traditional commercial markets. These companies are attempting to capitalize on their brand
recognition to increase their share of the e-commerce market. These Internet sites include
FNAC, Barnes & Noble, Havas Voyage, Carrefour and Tesco;

° Independent e-merchants that are not players in the traditional commercial markets but that
have benefited from the rapid development of Internet technology to directly target
consumers, such as Amazon;

®  Auction sites and sites of intermediaries that offer to find the lowest prices for articles sold on
the Internet; and

®  Wanadoo’s e-commerce business also faces competition from other traditional retailers, such
as Darty, Carrefour and Virgin.

Directories
Printed Directories

Wanadoo believes that it is a leading publisher of printed directories in France. Wanadoo faces
competition from several competing publishers of printed directories, mostly in the regional directories
market.

Competition in the directories business is increasing, and centers around the European publisher
Telenor multimedia, now Findexa, which controls a large number of local directory publications, including
the Soleil directory, and currently holds approximately 8% of the French directories market.

Online Directories

Competitors of the Internet yellow pages offered by Pages Jaunes (pagesjaunes.fr) are Liad,
Maporama, 1bis.com (Planfax), the Soleil Directory, the Post Office Directory, Scoot and the “City Guides”
published by the Presse Quotidienne Régionale.

4.6.3 Fixed line, voice and data services — France
Fixed Telephony

France Telecom’s fixed line network services face substantial and increasing competition in France.
France Telecom’s competitors in this market include international telecommunications carriers and
numerous fixed line telecommunications operators, as well as cable companies. France Telecom also
believes that an increasing proportion of calls that would previously have been made over the fixed
network are now being made on wireless telephones. Despite this increased competition, France Telecom
has retained significant market share in France. At December 31, 2002, France Telecom estimates that it
controlled 64.3% of the long distance (domestic long distance and international calling combined) fixed
line telephony business in France, while its competitors interconnected on France Telecom’s network
controlled the remaining 35.7%.
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After the implementation of carrier selection for local calls at the beginning of January 2002, France
Telecom is also in direct competition on this market. According to France Telecom, this has resulted in a
reduction of its share of the local call market to 80.9% as of December 31, 2002, with the competition
picking up all the local traffic from pre-selected customers of a long-distance operator other than France
Telecom. Apart from this mechanical effect, the rate of increase by France Telecom’s competitors slowed
in 2002 and their local market shares stabilized in the second half of 2002.

France Telecom’s current principal competitor in all markets, Cegetel, is a nationwide operator that
competes with France Telecom’s local and international long distance business. Cegetel operates through
the Telecom Development network well as through interconnection to France Telecom’s network.
Cegetel’s shareholders include Vivendi Universal and Vodafone. In the consumer market, France
Telecom’s main competitors in 2002 were Global Tele2, Cegetel and, to a lesser extent, 9Telecom. In the
business market, France Telecom also competes with other operators, principally Cegetel, Worldcom,
Colt, LDCom with the purchase of Kaptech, Belgacom, Ventelo, 9 Telecom, Firstmark and Squadran, as
well as Completel.

With the opening of the market, certain specialized operators have also emerged. Cable television
network operators and cable and Internet service providers may also emerge as a source of regional
competition in the area of domestic telephony because the French law concerning telecoms regulation
(the Loi de Régulation des Télécommunications, or LRT) provides that cable service providers may
provide telecommunications service through the networks of cable network operators. Furthermore,
technological innovations are allowing France Telecom’s competitors to provide telecommunications
services to customers without using existing telephone lines: cable, wireless, satellite or power line
access. These possibilities are expected to have the effect of further stimulating competition.

Since January 1, 2001, France Telecom has been required to provide its competitors with unbundled
access to the telephone lines running into the premises of the end customer to the local switch, to the
local concentrator or to the France Telecom switchboard, at prices based on the cost of the service
rendered.

Since unbundling agreements were signed with the different operators at the end of 2001, 129
shared rooms have been ordered and delivered. At December 31, 2002, four operators were active in
unbundling: Colt, Easynet, Free and LD Com.

Data Transmission

The market for data transmission services in France has been open to competition since January
1993. In this market, France Telecom currently competes with AT&T, Cable & Wireless, Cegetel, Colt,
Infonet, T-Systems, Worldcom, Completel and Easynet. France Telecom believes that the geographic
coverage, high capacity and technological strength of its Transpac network leave it well positioned to face
competition in this market.

The data transmission services market is experiencing strong growth as businesses adopt new data-
intensive business applications, such as electronic commerce, corporate intranets and virtual private
networks, voice communication over the Internet, video streaming, broadcast multimedia, application
hosting services and other products and services based on Internet Protocol data transmission. These new
applications are driving the demand for bandwidth and for value-added services, such as LAN and IP VPN-
interconnect services, which give France Telecom’s business customers greater flexibility in the
transmission of data and higher bandwidth capacity. The same factors are also driving demand for
integration and management of applications and private networks that connect workstations within a
building or connect a number of business sites.
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4.6.4 Fixed line, voice and data services — Outside France
Data Transmission

Equant operates in a very dynamic, highly competitive and fragmented market that is in a constant
state of change. The wave of recent bankruptcy filings demonstrates the transition the industry is
currently experiencing. Equant faces competition from established global service providers and more and
more from traditional telecommunication operators which are looking for growth areas outside their
national markets. Equant faces competition from four principal types of companies. The main categories
of competitors are:

° The Global Service Providers: Equant’s established competitors in the traditional network
services market include the following companies: WorldCom, Infonet, AT&T, BT Ignite
(operating independently following the termination of BT and AT&T’s joint venture) and Cable
& Wireless. The restructuring of some of Equant’s competitors may allow them to compete
with Equant more effectively.

° “New Generation” Operators: Newer entrants such as Global Crossing (which declared
bankruptcy in January 2002), COLT Telecom and Level 3 Communications have entered the
market but do not necessarily offer end-to-end solutions with the same geographic scope.
These newer competitors are more focused on point-to-point or IP-based network services as
well as providing bandwidth to other carriers.

° Local Voice and Data Service Providers: In certain jurisdictions in which we offer services,
Equant also competes with historic providers, some of which still have special regulatory
status and the exclusive rights to provide certain services (such as local loops), and virtually all
of which have historically dominated their local telecommunications markets.

. “New Generation” Providers: In the hosting and application market, Equant competes with
companies such as Corio, Akamai, Loudcloud and Exodus (acquired by Cable & Wireless in
January 2002). Even though the business model of these new providers is still in flux, most of
these companies are focused on offering application services rather than infrastructure
services.

As the market becomes more competitive, Equant believes that price, end-to-end solutions and a
concentration on customer service will play an increasingly important role. Customers also require
design, implementation and support services for network and desktop technologies, as well as supply and
distribution of desktop and network equipment. The marketplace for fulfillment, desktop and network
integration services is fragmented both geographically and in terms of competitor organizations. The
main categories of competitors for these services include computer service companies, outsourcers,
computer manufacturers and network integrators. Competitors include companies such as AT&T,
Electronic Data Systems Corporation, IBM, BT, Unisys Corporation and Getronics NV. Competition in
fulfillment services is primarily price driven, while competition in desktop and network integration
services is more a function of the ability to provide additional services including design, implementation
and support.

Wireless Activities (outside of Orange)

° In Poland, PTK Centertel competes with two other operators: PTC Era GSM and Polkomtel.
PTK Centertel had a market share of 32.6%, PTC Era GSM had 34.3% and Polkomtel had 33.1%
at December 31, 2002 (source: Mobile Communications).

. In Lebanon, FTML competes with one other operator, Libancell. As with FTML, the BOT
contract of Libancell was also terminated but it has been subsequently allowed to continue
until the two additional mobile telephony licenses are granted. See “4.14.3 — International
arbitration”.
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4.7 Research and Development

France Telecom has long considered research and development (R&D) to be of paramount strategic
importance and it continuously strives to shorten the time-to-market for newly developed products
through its customer-focused research and development activities. Research and development teams
work together with business units to develop targeted research projects.

France Telecom allocates considerable sums to finance its research and development. Between 2000
and 2002, investments in research and development, together with the personnel costs and other
operating expenses related to research and development, increased from €449 million in 2000 to €567
million in 2001 and to €576 million in 2002 (before depreciation).

France Telecom currently employs approximately 3,000 engineers, scientists and researchers within
its research and development unit. In addition to its facilities in France, at December 31, 2002, France
Telecom had research laboratories in Boston, London, Warsaw, San Francisco and Tokyo. In particular,
Orange opened its new Orange Innovations Centre in Boston, Massachusetts, on July 18, 2002.

In addition to registering patents and creating value for intellectual property (see “4.8 Intellectual
Property”), France Telecom is continuously strengthening its involvement with innovative partners in
France, Britain and Poland, as well as the United States and Asia.

Enhancement of services already provided by the France Telecom group remains one of the most
significant applications of R&D efforts. In the fixed line telephony division, for example, Top Message,
3000 and business call centers count among the services that benefit from its work in voice technology.
Research and development is also responsible for the new contact services opened in 2002: Imprevisto,
@llo and “Présentation du Nom”, completed in March by the “Voice contact” unit.

In the business services division, the work carried out by the R&D unit has, for example, enabled
Orange France to offer a wireless virtual private network (VPN) service. The design of security tools is also
one of France Telecom’s strong points and, in 2002, included the development of software components
for use in the creation of public key infrastructures (systems allowing encrypted data to be exchanged
without requiring a shared secret key), the design of a fraud detection software application based on
“neuron networks”, and the creation of a center of excellence dedicated to security.

In the wireless equipment division, a testing and development program is studying the fundamental
aspects of future broadband data and voice networks.

In the Internet division, research and development work has focused mainly on high speed, very
high speed, Internet developments, the connecting of correspondents (identity, presence, localization,
directory, customer profile), payment methods and security.

The R&D work allows the France Telecom group to refine its Wi-Fi and Bluetooth offers.

Finally, the R&D work for the TP Group in 2002 has been concentrated on the following projects: the
change of the “know-how” transfer system, the Skill SS7 project center, construction of an integration
center, the transmission project, the potential use of MPLS and VPN and IPv6, VolIP, the local loop
unbundling project, the VoDSL project, the XDSL chain (BAS test, XDSL test, access to network evaluation,
via DSL), Aperto, the accessibility service laboratory, the NGN study for TP SA, IP Centrex, CR, CCBS, NP,
SMS, ATM, the potential use of MPLS and VPN, the home networks platform, streaming services, access to
the IN number from abroad, the IN added value service, development of the local loop for high speed
services, outbound call centers and Internet cooperation tools.

At December 31, 2002, France Telecom’s R&D costs increased to €639 million (including
depreciation allowances), of which €564 million were costs attributable to France Telecom R&D. Of this
latter amount, 45% of the costs relate to personnel costs.
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4.8 Intellectual Property
France Telecom

France Telecom files a large and growing number of new patents (230 in 2001 and 265 in 2002) and
software programs (186 in 2001 and 225 in 2002) each year. Many of these patents are commercialized
worldwide in the form of licensing agreements (eConf, an IP video-conferencing and telephony solution),
licensing programs like Turbocodes, or through “patent pools” like MPEG. France Telecom has also
developed a significant body of trade secrets and corporate knowledge in areas such as “m-payment”
(using wireless telephony as a payment method) or home automation (smart, interactive homes). France
Telecom believes that this intellectual property is of great value and enables it to improve the quality of
its services and products and to expand and refine its offerings to its customers.

France Telecom’s trademark portfolio contains approximately 3,500 trademarks and brand names
covering all business segments both in France and internationally. This portfolio includes the France Telecom
name, the ampersand logo and “Numeris”, which are filed in countries around the world, as well as trademarks
such as “Amarys”, “Minitel”, “Numero Vert”, “Numero Azur” and “Numero Indigo”, many slogans like
“Happiness is as simple as a phone call away” and various other logos. France Telecom has licensed the use of
the France Telecom name and the ampersand logo to certain subsidiaries, notably Transpac and GlobeCast.

France Telecom has also registered a large number of domain names, including “france-telecom”
and “francetelecom” under various generic domain names ending in .com, .fr, .net, .org, .info, and .biz, in
France and in most of the countries where France Telecom conducts business or plans to do business.
France Telecom has also registered a variety of other domain names relating to its trademarks and
brands, including “audiotel”, “minitel”, “bizao”, “ebn”, “educaviz”, “le 12”, “netcompagnie”, “opentransit”
and “primalist”. France Telecom is committed to the protection of its trademarks and domain names and

vigorously defends them.

Orange

Orange holds, directly and indirectly, a large portfolio of intellectual property items, including
various rights in various to telecommunications related patents and software, as well as trademarks and
brand names. This portfolio of intellectual property rights contains some of Orange’s most valuable
assets.

In the United Kingdom, the Orange brand was developed by Orange UK, a wholly-owned subsidiary
of Orange that has operated the Orange wireless telecommunications network under the Orange brand
since 1994. In the last four years, wireless operators have been licensed to use the Orange brand in
Australia, Denmark, the Dominican Republic, France, Hong Kong, India, Israel, Romania, Slovakia,
Switzerland, Cameroon, the lvory Coast and Thailand. In addition, Orange’s activities in The Netherlands
and Botswana will be renamed during 2003. Orange intends to license the Orange brand in other
countries. See “4.3.1.6 Licensing agreements.”

Since launching its services in the UK in 1994, Orange UK has made and continues to make
considerable investments in the development of the Orange brand (the main elements of which are the
word mark “ORANGE”, the “Orange” logo, the color orange, and the slogan “the future’s bright, the
future’s Orange”) both in the UK and abroad. These investments have resulted in an extensive portfolio of
trademark applications and registrations which is complemented by a portfolio of domain names
including orange.com, orange.net, orange.co.uk and orange.fr. Further, the investment has resulted in a
high level of international and national brand awareness and recognition, and a great deal of highly
valuable goodwill in the Orange brand.

Orange also holds a majority interest in mobile operations in The Netherlands, Belgium,
Madagascar, Botswana and Egypt, which operate under the brands Dutchtone, Mobistar, SMM, Vista
Cellular and MobiNil. Orange’s minority owned interests in Italy, Portugal and Austria operate under the
brands Wind, Optimus and ONE.
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Many of the Orange group’s subsidiaries also own, license, and are authorized to license intellectual
property rights that subsist in a variety of products, services and other technologies.

Wanadoo

Wanadoo is the owner of and has registered a large number of trademarks and domain names in a
wide variety of products and services in France and internationally. In particular, Wanadoo is the owner of
noa

the trademarks “Wanadoo”, “Pagesjaunes.fr”, “Voila”, “Goa”, “@prés 'école”, “Mappy”, “Alapage” and
“Marcopoly”.

Wanadoo has also registered a large number of domain names, including “wanadoo.fr”,
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“wanadoo.com”, “wanadoo.net”, “voila.fr”, “voila.com”, “voila.net”, “goa.fr’, “goa.com”, “pagesjaunes.fr”,
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“mappy.fr’, “mappy.com”, “apreslecole.fr”, “apreslecole.com”, “apreslecole.net”, “alapage.fr”,
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“alapage.com”, “alapage.net”, “marcopoly.fr” and “marcopoly.com”.

Wanadoo has also registered or applied to register a large number of domain names for each of its
sites in the countries where it does business now or plans to in the future.

4.9 Suppliers
France Telecom

France Telecom obtains telecommunications equipment from a wide range of large manufacturers
worldwide. France Telecom does not believe that it is dependent on any one of its manufacturers.

Orange

For network equipment, Orange uses the standard equipment available from a certain number of
suppliers. Most of the equipment for the GSM network is purchased from Nokia, Motorola, Alcatel,
Ericsson and Nortel. Certain subsidiaries also purchase certain network components from various other
key suppliers, including Siemens. For future UMTS services, Orange has entered into framework
agreements with Alcatel, Ericsson and Nokia that remain in effect until the end of 2003. These
agreements are now being renegotiated and should be completed by the end of 2003.

For handsets, Orange purchases equipment from all of the major manufacturers of wireless
telephones, namely Nokia, Motorola, SonyEricsson, Siemens, Alcatel, Sagem, Philips, Trium (Mitsubishi),
Panasonic, Samsung and NEC and, since 2002, from HTC, the manufacturer of the Windows® Powered
SPV process. Orange offers a wide product range running from entry-level to feature-rich products in order
to meet the needs of the customers in terms of price, ease of use and enjoyment. The types of handsets
offered and cost of handsets to the customers vary from country to country. Orange offers high speed
GPRS handsets and intends to offer handsets adapted to wireless communication with other appliances
such as computers, cameras and personal organizers.

Orange currently purchases its SIM cards from five main suppliers, namely Gemplus, ORGA,
Schlumberger, Oberthur and Incard. Orange believes it has sufficient access to SIM card supply.

TOP Purchasing Program

In the framework of the Ambition FT 2005 plan and the “TOP” enhancement of operations program,
France Telecom launched the “TOP — Purchasing” or “TOP — Sourcing” program in December 2002. This
program was launched due to the strategic character and the financial significance of purchasing within
the France Telecom’s cost structure. It is based on a new approach the aim of which is to reduce “Total
Acquisition Costs” by deploying new policies for purchasing and orders. France Telecom has decided to
systematically group the volumes of orders, to select the best suppliers and to rationalize specifications
for all of its business units worldwide.
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In order to strengthen the success of the “TOP” purchasing program, France Telecom has adapted its
decision-making and management structures by creating a new centralized group devoted to purchasing,
known as the “Purchasing and Performance Improvement” group. This group, which brings together all the
staff members responsible for purchasing, is coordinated by the purchasing and performance improvement
manager, who is a member of the Executive Committee. As part of this group the purchasing managers, who
specialize by area or type of purchase, coordinate purchasing activities, based on standardizing purchases
and simplifying or harmonizing specifications. At the France Telecom group level, the purchasing managers
for the entities will ensure that the policies relating to purchasing and selecting of suppliers are applied in
accordance with the needs of the entities. The savings will come primarily from the different purchasing
categories for day-to-day services, and will principally result from the reduction of the number of suppliers.

4.10 Seasonality
France Telecom

In general, France Telecom experiences the following seasonal variations. Revenues during the third
fiscal quarter (ending September 30) are generally lower than for the other fiscal quarters, reflecting a
reduction in fixed line voice telephony and Internet traffic during the summer months.

Orange

The number of new telecommunications services customers in the markets where Orange is present
has been generally greater during the second half of the calendar year than during the first half, primarily
due to increased sales during the Christmas season. Therefore, France Telecom’s revenues from
equipment sales and connection charges, and the aggregate costs of subscriber equipment and dealer
commissions, have been greater during the second half of the year than during the first half. However, it
is difficult to predict the seasonality of subscriber connections in the future. The usage patterns of Orange
SA subscribers have not exhibited significant seasonal variations, although usage is often lower in the
months with fewer working days.

4.11 Property, Plants and Equipment

At December 31, 2002, France Telecom’s fixed assets, including property, plants and equipment,
have a total net book value of €36.3 billion. At December 31, 2002, fixed assets of France Telecom include
goodwill net, amounting to €27.7 billion and other intangible assets comprised mainly of licenses (€9.3
billion), brands (€4.8 billion) and customer relationships (€3.6 billion). France Telecom owns real estate as
well as numerous telecommunications installations in and outside of France, including switches of
various sizes, transmission equipment, computer installations, cable networks and base stations for
wireless networks.

Although none of its properties fall within the public domain, the Minister of Economy, Finance and
Industry has the power to block, or to impose conditions on, any proposed divestiture or transfer by
France Telecom of any part of its telecommunications network infrastructure deemed necessary for it to
meet its public interest obligations. This procedure was used only once in 2001 for a network component
in one of the Overseas Departments, in which case the Minister of Economy, Finance and Industry gave
his approval. See “Item 6. Directors, Senior Management and Employees — 6.3 Corporate Governance —
Governmental and parliamentary oversight”.

4.12 Networks

Over the past 20 years, France Telecom’s network has evolved into one of the most technologically
advanced networks in the world, with fully digital trunk switching and international switching, totally
digital local switching, totally digital transmission, nationwide access to the Numeris ISDN network, a
packet-switched and Frame Relay data network, a videotext network and an Internet access network. In
1999, France Telecom launched the IP 2000 Network, an all-Internet-protocol network designed primarily
to carry rapidly expanding Internet traffic. Its Service Multi-Site Haut Débit (SMHD) offers fiber connections
up to 2.5 Gbit/s among individual customers’ facilities located within the same metropolitan area.

103



Between 2000 and 2002, deploying the ADSL network was a major achievement for France Telecom,
which invested €361 million to install DSLAM equipment in its distribution frames (network nodes to
which customers are connected). At December 31, 2002, 71% of the French population was covered and
over 1.4 million customers were connected to high speed ADSL.

In November 2002, France Telecom completed its three-year plan to eliminate 340 E10N1 automatic
switches based on the old technology.

4.12.1 Data transmission network
Fiber optic cable network

Capable of operating at speeds of up to 10 Gbit/s, fiber optic cable vastly exceeds the capacity of
traditional copper cable or radio links. In 2002, France Telecom installed approximately 6,000 kilometers
of fiber optic cables in its regional network in France.

New dense wavelength division multiplexing, or DWDM, technology is now deployed on the long
distance networks to further boost transmission speeds with potentially up to 80 wavelengths per fiber.
At December 31, 2002, 52 DWDM systems were installed in the long distance network in France and 47
were installed in France Telecom’s European Backbone Network. Twelve of those systems are of mixed
use and serve both networks.

In addition, France Telecom offers direct fiber optic connections to provide extra high speed services
to its corporate customers. At December 31, 2002, a total of 8,875 customer distribution frames were
connected to the France Telecom network by fiber optic cable (compared with 7,232 customer optical
distribution frames in 2001).

Synchronous digital hierarchy (SDH)

At December 31, 2002, France Telecom had installed more than 625 links of 2.5-Gbit/s synchronous
digital hierarchy, or SDH, transmission systems on its network in France. SDH, which is a relatively
inexpensive technology, allows for a simpler and more easily managed network with enhanced reliability.
In France, through the use of a stand-by network and self-healing rings, the SDH optical network is fully
protected against single cable failures. France Telecom is developing further its SDH networks by
installing other SDH rings.

Asynchronous transfer mode (ATM)

France Telecom is one of the principal developers of asynchronous transfer mode, or ATM,
technology. ATM technology permits data, text, voice, video and multimedia signals to be transmitted
simultaneously between network access points at speeds of more than 155 Mbit/s. ATM technology allows
France Telecom to provide better local area network, or LAN, interconnections, data transmission and
flexible bandwidth delivery.

Since 1994, France Telecom has deployed an ATM backbone network able to carry high-rate services.
At December 31, 2002, this network was composed of 259 sites (423 cross-connects). It supports the
InterLan and MultiLan end-to-end services and the video transmission service, Videodyn, which provides
temporary television hook-ups. It also collects ADSL data flows and delivers some of them to the IP
network via a BAS interface.

4.12.2 Internet-related networks
Structure of the IP network

In order to provide high quality and high volume transmission capacity adapted to the needs of its
customers, Wanadoo uses France Telecom’s IP network, a high-performance network that was developed
for bandwidth scalability and broadband (principally ADSL) compatibility and that is continually upgraded
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to enhance its capacity and capabilities. France Telecom’s analog and digital (Numeris) telephone
network Internet users are connected using network access servers (NAS) located throughout France that
offer modem speeds of up to 56 Kbit/s for analog access and up to 64 Kbit/s for digital access.

The deployment of the NAS code 7 technology allows IP traffic to be directed to the level of the
consumer switch, optimizing transmission and switching costs. ADSL customers are connected via
Broadband Access Servers (BAS) which provide an Internet to client connection speed from 128 Kbit/s to
1Mbit/s. The NAS and BAS are connected to the Wanadoo platform and to the Internet network via a
national IP transport network or backbone transporting around 40 Gbit/s at the end of 2002. The
deployment of the IP network is led by technical teams from France Telecom’s technical crews, which
provide supervision 24 hours a day, seven days per week.

France Telecom'’s IP network (Autonomous System 3215) is a multi-access network and can be
scaled to adapt to increased traffic volume and new technological standards, under the guidance and
expertise of France Telecom Recherche & Développement, which, among others, evaluates and
experiments with new high speed transmission technologies. The current IP network, which was designed
as of mid-1998 and introduced in February 1999, and was significantly reinforced in the first half of 2000
to carry all national IP transport flow and interface with the world-wide Internet network.

France Telecom’s world-wide Internet network (Autonomous System 5511) was constructed
between 1997 and 1999 and connects the principal Internet networks in different locations throughout
the world. It was constructed using the latest IP transmission and switching technologies, including
France Telecom’s high speed networks in Europe (European Backbone Network) and the United States
(North American Backbone Network). The network was built on land and submarine high speed lines of
multiple Gigabite/s and provides France Telecom and Wanadoo customers with high-quality Internet
connections.

The Wanadoo platform

The Wanadoo platform is based on a segmented, secure and modular architecture that uses proven
market technology and is able to adapt to an increase in capacity and user numbers. An invaluable
industrial tool, the platform provides for the separation of development, authentication and production
functions and reinforcing the quality of service offered to customers.

The production platform is supervised 24 hours a day, seven days per week by a dedicated team.
The platform’s architecture is organized around the various aspects of Wanadoo’s service, such as network
access, portals and services, the operating support system and the business support system. These
component parts are linked by Ethernet switches and are protected by firewalls designed to offer
protection from attack. The production platform is connected to the analog and digital telephone access
network and the ADSL network through France Telecom’s IP transport network.

The production platform consists of approximately 1,500 servers through Unix, Linux or Windows
and hosts multiple services, including Web services, search engines, communication services, games,
personal Web pages, news, and e-mail. The platform design enables it to rapidly increase capacity and to
handle anticipated increases in user numbers. E-mail services rely on Critical Path technology, the leader
in its field. The Operations Support System, which manages user identification and service access, is
composed mainly of Radius Authentication Servers and a database containing customer information.

The real time technical management and authentication system is doubly secured (double mirroring).
It uses a database management technology and replications. The Business Support System is the heart of
the business system. It is based on Portal’s Infranet software and an Oracle database. It handles the
following functions: customer management, sales administration, billing and customer accounts.

Prior to handling by the Business Support System, different modules handle subscriptions received
from the different sales channels and feeds them into the customer database. The Business Support
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System feeds data into the customer service data system, which enables telephone customer service staff
to respond to customers and follow up on customer contacts. The Sales and Marketing Data System,
which also receives data from the Business Support System, is used to analyze statistical data.

The technologies related to portals and content represent the variety of services offered by
Wanadoo, including search engines, online encyclopedias, massively multiplayer game platforms,
mapping, directories and geolocator services.

Lastly, Wanadoo launched an international rationalization and industrialization program during the
second half of 2001 relating to its most fundamental technical infrastructure. A number of advantages are
expected from this plan, such as:

° enabling the company to combine millions of customers in Europe to take advantage of
economies of scale where justified by the services,

° accelerating the development of new services by reducing the number of infrastructures
supporting them, and

° facilitating deployment worldwide by sharing the company’s best technologies with all its
companies and subsidiaries.

The plan proceeded at a steady pace in 2002 and is expected to continue over several six-month
periods.

4.12.3 Wireless telecommunication networks

The “first generation” of wireless communications, based on analog technology, provided simple
voice telephony. The “second generation” of wireless communications, based on the digital Global
System for mobile communications, or GSM standard, provides additional data facilities ranging from
short messaging services to narrow band data. GSM is sufficient for the basic data services offered by its
network operators and for basic video or multimedia applications.

“Third generation” wireless communications, which are expected to offer full interactive
multimedia capabilities at data rates of up to 384 Kbit/s, are expected to bring wireless networks
significantly closer to the capabilities of fixed line networks. Improvements in coding and data
compression technology will provide better speech quality and more reliable data transmission. The
Universal Mobile Telecommunications System, or UMTS, is the standard adopted in Europe for
implementation of third generation wireless communications.

In the meantime, wireless data services will be made possible by the rollout of technological
developments that will increase the speed and efficiency of existing GSM networks. High speed circuit
switched data, or HSCSD, and general packet radio service, or GPRS, collectively known as “2.5G”, create
an evolutionary path to “3G”, UMTS services.

In recent years, additional wireless technologies, such as Bluetooth, have been developed that
connect wireless devices to machines. The technology is the result of the joint research and development
efforts of nine leading companies within the telecommunications and computer industries, including
Ericsson, Nokia, IBM and Microsoft. A tiny Bluetooth microchip, incorporating a radio transceiver, is
embedded in digital devices and machines and facilitates fast and secure transmissions of both voice and
data. The radio operates in a globally available frequency band, ensuring compatibility worldwide.
Bluetooth is a recognized standard and is provided royalty-free to members of the Bluetooth Special
Interest Group.
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4.12.4 International network
Submarine cables

In order to meet the growth in telecommunications traffic, France Telecom invests in submarine
cable systems. These investments may either involve purchasing an IRU (Indefeasible Right of Use), an
unconditional right of use acquired for a period often equal to the period of operation of the cable, or
leasing a wavelength, depending on the expected rate of return.

In June 2002, France Telecom commissioned the SAT-3/WASC/SAFE, the first optical fiber submarine
cable linking Europe to Africa and Asia (from Portugal to India and Malaysia via West Africa, South Africa,
the islands of Reunion and Mauritius). France Telecom is strengthening the various links in its worldwide
network and providing high speed connections to its regional facilities, Reunion and its subsidiaries in
Senegal, lvory Coast and Mauritius, thereby securing the satellite links.

This nearly 28,000-kilometer long cable now fits in with the other links in the France Telecom
worldwide network, which includes its European and North-American backbone networks and the
submarine cable SEA-ME-WE (Europe-Asia through the Mediterranean) and allows the African continent
and the Indian Ocean region to connect to the information super-highways, which historically have been
concentrated among the United States, Europe and Japan.

With an investment of $96 million (representing a 15% holding in the system) out of a total budget
of $640 million, France Telecom has positioned itself in a consortium of 36 operators, as one of the major
investors in the cable.

In July 2002, France Telecom commissioned the Alpal 2 submarine cable that links Algeria to Spain
(Palma de Majorca), which will secure the telecommunications link between Europe and Algeria. This
DWDM (Dense Wavelength Division Multiplexing) cable is 312 kilometers long and is the longest optical
fiber submarine cable ever laid in the Mediterranean.

Prior to that, France Telecom had already commissioned the TAT 14 transatlantic system in 2001,
with more than 50 operators connecting the United States to Europe (the United Kingdom, France, The
Netherlands, Germany and Denmark) with a submarine cable that is more than 15,000 kilometers long.
TAT 14 alone provides capacity 64 times greater than currently offered by existing transatlantic
submarine cables. France Telecom is a key participant in the TAT 14 consortium, holding 11% of the total
capacity of the TAT 14 system at December 31, 2002.

France Telecom was also the initiator and one of the principal investors in the Southeast Asia-
Middle East-Western Europe 3 Cable System (Sea-Me-We 3), cited above, which entered into service in
1999. This 40,000-km cable, the longest in the world, connects 33 countries and territories and more than
four billion people on four continents. This state-of-the-art system provides superior quality transmission
of voice, data and video traffic. Sea-Me-We 3 was the first submarine cable to use the multiplex system for
long waves and is the highest capacity submarine cable ever built: 2 x 20 Gbit/s for two pairs of fiber optic
cable, or 32 times the capacity of its predecessor, Sea-Me-We 2.

France Telecom is also a major participant in other cable projects: Eurafrica (between France,
Portugal and Morocco), the Ariane 2 (between France and Greece), Atlantis 2 (between Western Europe,
Africa and South America), the Americas 2 cable (which connects Brazil to the United States) as well as
the Japan-US cables (linking Japan and the West Coast of the United States over a distance of 21,000
kilometers) and the APCN2 (Asia Pacific Cable Network 2, linking Singapore to Japan and serving the
Philippines, Hong Kong, China, Taiwan and South Korea), which meet all the transmission needs
generated by the explosion of data and Internet traffic across the Pacific and throughout Asia.
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Satellites

France Telecom is refocusing on its core business as a telecommunications services provider and has
decided to dispose of its interests in satellite operators. It sold its interest in the satellite network operator
Stellat to Eutelsat in September 2002 for €181 million (see “4.5 Divestitures — Transfer of Stellat to
Eutelsat”). France Telecom then signed an agreement on February 4, 2003 to sell its interest in Eutelsat,
one of the largest satellite transmission providers in Europe, primarily in television program distribution
and broadcasting, in which it was the largest shareholder with 23.14% of the shares since July 2001 and
will keep an indirect holding. France Telecom shall continue to hold indirect interest in Eutelsat. (See “4.5
Divestitures — Sale of Eutelsat”).

Owning 4.23% of its capital, France Telecom is also a shareholder in Intelsat, whose global satellite
telecommunications network carries a large number of inter-continental telephone links and transoceanic
audiovisual transmissions.

France Telecom will continue to use the satellite infrastructures of these operators for its needs for
international telephone lines and audiovisual and data transmission. France Telecom also operates its
own telecommunications satellite network, Telecom 2, which has four satellites, two of which are
operated in inclined orbit (TC2A since June 12, 2001 and TC2B since October 25, 2000). The Telecom 2
network is used to establish links between the general network and the Overseas Departments and to
carry audiovisual services sold by its subsidiary GlobeCast, which is a world leader in providing this kind of
service.

France Telecom is also a satellite mobile telecommunications provider through its subsidiary France
Telecom Mobile Satellite Communications, which primarily markets Inmarsat services, directed toward
ships and aircraft, but can also provide terrestrial telecommunications services in remote locations. France
Telecom is a participant in Inmarsat (International Maritime Satellite), which provides global wireless
communications to ships at sea, aircraft in flight and vehicles on the road and to portable handsets.

European backbone network (EBN)

At December 31, 2002, France Telecom’s European backbone network directly linked 37 cities and is
interconnected with the networks of France Telecom’s subsidiaries and partners. Its partners also connect
their clients to the backbone network through their local loops, making connectivity a reality throughout
Europe.

The EBN, a fiber optic network with an increased wavelength depending on demand, is designed to
carry 80 Gbit/s on each artery, with a capacity which can be extended to 1.2 Tbit/s without laying
additional cables. The network ensures high bit-rate connections from 45 Mbit/s to 2.5 Gbit/s and offers
numerous advantages, among which are an availability of 99.95% centralized network management and a
24-hour help line to clients. Control of the infrastructure from end to end also contributes to a greater
user-friendliness and simplicity by providing access to international services without connecting via
multiple operators.

North American backbone network

Construction began in September 2000 on France Telecom’s North American backbone, a 24,000
kilometer transmission backbone. This network has provided seamless access to 15 major North American
cities since April 2002. It is interconnected with the world’s major submarine cables and France Telecom’s
European backbone network via the TAT-14 (Trans-Atlantic 14) submarine cable. The secured backbone
network has up to 1.6 Tbit/s of capacity to support all types of traffic, including Internet, data, voice, and
multimedia, depending on demand.

This network, which cost approximately $200 million, provides France Telecom with its own
network infrastructure in North America to meet the needs of the entire group, especially for capacity of
high speed of Internet traffic between the United States and Europe.
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Equant also uses this network to support its wide portfolio of products and services for multinational
corporations, including Equant IP VPN, Equant Internet Direct, Equant Frame Relay and Equant ATM.

The North American backbone network also supports the full range of carrier wholesale services,
including Open Transit Mobile, Open Transit Internet, Open Transit Bandwidth and Open Transit Voice.

The network is mainly designed for Internet and data traffic, which in volume now accounts for the
majority of traffic between Europe and North America. At the end of 2002, the North American backbone
network offered eleven 10 Gbit/s lines for the France Telecom IP backbone network. The network is
centrally monitored 24 hours a day, seven days a week, allowing France Telecom to provide customers
with detailed information on their network services in real time.

4.13 Real Property
France Telecom

France Telecom owns properties with an aggregate net book value of approximately 6.1 billion at
December 31, 2002. These properties are used to house telecommunications installations, computer
installations, research centers, client service outlets and administrative offices.

When France Telecom became a corporation at December 31, 1996, all the assets of the former
France Telecom entity were declared to be no longer part of the public domain and automatically
transferred to the corporate entity. For further discussion of France Telecom’s relationship with the
French State (see “4.1 History and Development.”)

A real estate department within France Telecom, created in 1996, acts as the “owner” of all of
France Telecom’s real estate and divides its use among its various departments. These properties are
leased on market terms and unused properties are leased to third parties or sold. France Telecom expects
that a number of its real estate properties will become superfluous for its needs in the future. France
Telecom entered into a framework agreement on November 7, 2001 with two consortia of investors for
the sale of 473 properties for a total of €2.97 billion. These properties represent approximately 40% of the
total surface area occupied by France Telecom in France. The majority of these properties were
subsequently leased back by France Telecom. In addition, certain buildings considered to be strategic to
France Telecom’s network operations (44 properties) were leased back to a consortium of banks for a total
of €300 million. On June 25, 2002, France Telecom entered into a memorandum of understanding with a
new consortium of investors regarding the sale of an additional 457 properties for approximately €510
million. At December 31, 2002, pursuant to this protocol, promises of sale were signed for 297 properties
for a price of €307 million. The first sale of 193 properties was completed on January 30, 2003, for €206
million, and the protocol foresees other sales to be completed before May 31, 2003. France Telecom
estimates that the amount coming from these sales currently represents at least 90% of the total amount
provided for in the agreement.

Following these transactions, the great majority of France Telecom’s saleable real property will have
been sold.

Orange

Orange leases land and space on buildings for the installation of radio transmitters and antennae
towers throughout the countries where it operates. Almost all of its transmitter sites are leased, the
majority of which were leased for initial minimum terms of five to ten years. Orange shares a substantial
number of transmitter sites with other operators. It also owns or leases land and buildings for its offices,
its administrative and customer service centers and its technical facilities in several locations throughout
the countries where it operates. Orange believes its properties to be adequately maintained and suitable
for their intended use.
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Orange UK is currently re-evaluating its plan to move to “The Point” at Paddington Basin in London.
In 2001, Orange plc, a wholly-owned subsidiary of Orange, signed a lease for a building under
construction. The lease will enter into force once work on the building is completed, for a duration of 21
years. Orange is currently working on transferring its interest in the building, either via sub-lease or
assignment.

Orange Holdings (UK) has pledged almost all of its fixed assets and those of its subsidiaries,
including its largest assets, to the benefit of financial lending institutions in order to guarantee the
repayment of credit lines, representing €2,545 million used at December 31, 2002.

4.14 Legal Proceedings

In the ordinary course of business, France Telecom and its subsidiaries are involved in a number of
legal and arbitration proceedings and administrative actions.

The costs associated with these proceedings are only accrued for when it is probable that a liability
will be incurred and the amount of that liability can be quantified or estimated within a reasonable range.
In the latter case, the provision recorded provides for the lower end of the range. The amount of retained
provisions is based on a case by case assessment of the risk level and does not depend on the progression
of the legal proceedings, it being understood that events arising during the proceeding can nonetheless
lead to a reassessment of this risk.

With the exception of the proceedings described hereafter, neither France Telecom nor any of its
subsidiaries are parties to any hearing or arbitration procedure (and France Telecom is not aware of any
proceedings of this nature envisaged by government agencies or third parties) for which the management
of France Telecom considers that the probable outcome could reasonably have a material adverse effect
on its business, financial conditions or results of operations.

4.14.1 Litigation relating to competition law

France Telecom is the subject of a certain number of claims made by competitors for alleged abuse
of dominant position or anti-competitive behavior, in particular when the group is the historical operator,
as in France and Poland. With regard to the claims lodged for abuse of dominant position, the plaintiffs
generally request the maximum sanctions provided by the law, including the cessation of anti-
competitive practices, and fines from the competition authorities, and plaintiffs or other competitors may
also claim damages. The national and European community antitrust laws provide for fines that can, in
theory, in their worst instances amount to up to a maximum of 10% of the revenue generated during the
period of the violation.

Proceedings and inquiries before the European Commission

On November 26, 1996, the AOST association (regrouping British Telecommunications France, Cable
& Wireless France, AT&T France, Siris, Worldcom France, RSLcom, Esprit Télécom and Scitor) made a
claim in front of the European Commission alleging abuse of dominant position by France Telecom for its
“modulance” offer. France Telecom considers that this procedure will not be continued. In the absence of
formal inquiry proceedings, France Telecom considers that the three-year timeframe is to be applied,
even in the absence of a formal decision by the European Commission.

On February 26, 1997, the European Commission notified France Telecom that a complaint had
been filed by Cegetel for abuse of dominant position under the European Community Treaty. The
allegations made in the complaint related principally to certain aspects of France Telecom’s tariff policy
and, in particular, certain subscription packages. Lyonnaise Cable joined the action as plaintiff in February
1998. In 2000 and 2001, the European Commission requested, and France Telecom provided, certain
information concerning the facts underlying this complaint. Since that date, to France Telecom’s
knowledge, there have been no further developments with respect to this matter.
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Beginning in July 2000, the European Commission’s General Office for Competition undertook a
sectoral inquiry, which was carried out all through 2001, on the conditions for unbundling the local loop
and providing access to high speed services in the European Union member states. Following this inquiry,
on December 21, 2001 the European Commission sent Wanadoo Interactive (a wholly-owned subsidiary of
Wanadoo SA) a letter of complaint (communication des griefs) relating to the rate schedule for its Internet
access services. The Commission believed at this state that the prices offered by Wanadoo were lower
than its costs and that this practice could be an abuse of dominant position under article 82 of the EC
Treaty. On March 4, 2002 Wanadoo Interactive filed its defense plea before participating in an oral
hearing before the European Commission on March 18, 2002. The European Commission pursued its
inquiry in 2002 and on August 9, 2002 sent Wanadoo Interactive a second letter of complaint, which it
answered in October 2002. The European Commission is expected to hand down a decision during the
course of the first half of 2003; however, the outcome remains uncertain at this time.

Proceedings before the Conseil de la Concurrence

On November 18, 1998, Numéricable lodged a question with the Conseil de la concurrence concerning
the determination of the fee paid to France Telecom for usage of cable networks for broadcasting.
Numéricable a provisional order to freeze the usage fee paid by Numéricable at their December 1998
level, pending a decision of the substance of the case by the Conseil de la concurrence. The appeals made
by France Telecom against this decision have been rejected. The investigation of the substance of the
case has been undertaken by the Conseil de la concurrence but, given the time taken in the proceedings, no
decision can be forthcoming before 2004.

On November 29, 1999, 9Telecom filed a complaint with the Conseil de la Concurrence requesting
injunctions against any geographic extension of France Telecom’s ADSL offers from the areas presently
open (Paris and its suburbs), or an order to terminate those offers if they have already been extended, until
France Telecom complies with the conditions provided for by the ART in the opinion it gave within the
framework of the approval process. In a decision dated February 18, 2000, the Conseil de la Concurrence
rejected this request for injunctions, but ordered France Telecom to propose to third party operators, within
a maximum period of eight weeks, an access offer to the permanent virtual network for the supply of high
speed Internet access using ADSL technology or another economically and technologically equivalent offer.
On March 2, 2000, France Telecom filed an appeal of the decision. The appeal was rejected in March 2001 by
the Paris Court of Appeals which confirmed the decision of the Conseil de la Concurrence. In addition,
9Télécom filed with the Conseil de la Concurrence a request for a fine against France Telecom for failure to
apply the February 18, 2000 decision. In July 2001, the Conseil de la Concurrence resolved to issue a stay on
the ruling to allow for an additional inquiry. This additional examination took place through hearings,
involving France Telecom and Wanadoo Interactive in December 2001. No new procedural measures have
occurred from that date up until the date of this document.

In a dispute over market dominance brought against France Telecom by T-Online France, an
Internet subsidiary of Deutsche Telekom, the Conseil de la Concurrence on February 27, 2002, upheld by a
decision of the Appeals Court of Paris dated April 9, 2002, suspended the marketing and sale of Wanadoo
Interactive’s eXtense Internet ADSL packages in France Telecom’s sales offices until July 4, 2002. The
withdrawal of this suspension is conditional on the provision by France Telecom (and the acceptance by
two Internet access providers) of an extranet server that will allow for the mass marketing of their high
speed packages. On July 19, 2002, the Conseil de la Concurrence confirmed that France Telecom had indeed
fulfilled its obligations and lifted the suspension on marketing. In addition, the Conseil de la Concurrence
rejected similar requests for injunctions by Liberty Surf. These two complaints will be subject to an
inquiry on the substantive issues.

Following a complaint by Groslier and an inquiry by the French antitrust authorities, the reporting
judge from the Conseil de la Concurrence notified France Telecom on January 20, 2003 of complaints
relating to its marketing of the package of Wanadoo plans in sales offices. France Telecom is accused of
having financially benefited its subsidiary, of having engaged in harmful practices, and of having used its
information to promote the marketing of its subsidiary’s services.
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Civil proceedings

On April 16, 1997, the German court of appeal rendered an unfavorable verdict against Deutsche
Telekom following the procedure brought about by British Telecommunications over the date of launch of
Global One, of which France Telecom was a shareholder. The judgment was confirmed by appeal on June
16, 1998 and is currently at the German high court. British Telecommunications has not yet brought any
claim for damages and therefore their amount cannot be determined at present.

In 1999, Infomobile (an affiliate of Bouygues Telecom) filed a complaint against France Telecom
Mobile Radiomessagerie, or FTMR, with the Paris Commercial Court. Infomobile argued that the complete
and public disengagement of FTMR from the Ermes standard and the simultaneous operating of its
competing service under the Pocsag standard constituted acts of unfair competition that were intended
to hinder, and/or had the effect of hindering the development of Infomobile on the paging market, and
that these actions were unfair and constituted an abuse of dominant position. On this basis, Infomobile
was seeking €70.4 million in damages. In a final decision dated February 25, 2002, the Paris Court of
Appeals dismissed Infomobile’s claim.

Group/address (previously called Filetech) has lodged several claims against France Telecom in
France and in the United States concerning the use of France Telecom’s directory data. The total damages
claimed by Group/address amounted to $350 million. In a decision on September 10, 2002, the New York
federal appeal court definitively rejected the claims of Group/address.

Group/address also lodged a claim with the Conseil de la Concurrence for abuse of dominant position
on the French market. France Telecom was condemned to pay a fine of FF10 million and to give access to
the directory data at request using a cost based tariff. France Telecom’s appeal for cancellation of the
verdict and its appeal to the High Court have been rejected.

As part of a parallel procedure, the Paris court of appeal in a decision of June 13, 2001, decided to
reopen the debate on the question of legal protection and of the cost of the directory database, and to
commission an enquiry. This enquiry is still in progress. France Telecom considers that it has conformed
with laws and regulations applicable to databases including the recommendations issued by the
Commission nationale informatique et des libertés (“CNIL”) and considers that the requests of Group/address
are unfounded.

In early 2002, Wanadoo Interactive and France Telecom were summoned before the Commercial
court of Nanterre (Tribunal de commerce de Nanterre) by the representative of the Mangoosta liquidation
estate and a number of other shareholders of this company. The complaint calls for approximately €170
million as compensation for damages Mangoosta allegedly sustained as a result of the dominant position
of France Telecom and Wanadoo on the ADSL markets, and as reimbursement for the shareholders’
capital investment. France Telecom and Wanadoo Interactive believe that they have a solid defense, but
the outcome of the litigation is uncertain.

France Telecom was summoned before the Paris Commercial Court by Cegetel on September 5,
2002, and by 9Telecom on January 7, 2003, who accused France Telecom of having implemented an
aggressive sales policy of de-preselection aimed at causing customers of its operators to assign all their
telephone traffic to France Telecom. Pursuant to a ruling of January 15, 2003, the Commercial Court of
Paris rejected almost all of Cegetel’s claims, specifically for €54 million in damages and interest. This
ruling may be appealed. 9Télécom also filed suit against France Telecom before the Commercial Court on
the same issue, claiming €36.7 million in damages and interest. France Telecom believes it has solid
arguments to ensure its defense in this matter, even if the outcome of this litigation cannot be
definitively determined. The ART also filed a penalty proceeding against France Telecom for the use of
interconnection data under this policy, and on November 22, 2002 ordered France Telecom to comply
with the provisions of Article D.99-6 of the Mail and Telecommunications Code, which prohibits access to
and use of interconnection data. No monetary penalty has been handed down against France Telecom by
the ART.
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4.14.2 Other proceedings

In November 2000, the SNCF lodged a claim against France Telecom with the Paris Administrative
Court, for €135.2 million damages relating to the use by France Telecom of its railway infrastructure
between 1992 and 1997. France Telecom does not contest the fact that payment is due since July 29, 1996
but considers that the action is without grounds for the period prior to this date. France Telecom has
already set up a provision for an amount sufficient to cover the expense after July 29, 1996.

In a context which does not relate in any way to France Telecom’s business, neither to his current
position as a director of France Telecom, a verdict is pending in the Paris Criminal Court with respect to
allegations made against Mr de Larosiére in connection with the publishing by Credit Lyonnais of alleged
misleading financial statements for 1992 and 1993. Mr de Larosiére is one of France Telecom’s directors
and head of its Audit Committee. He was the head of the French Central Bank in 1992. A verdict is
expected in June 2003.

4.14.3 International arbitration

France Telecom provides wireless telecommunication services in Lebanon through its subsidiary
FTML. France Telecom holds 66.7% of FTML, with 33.3% held by Investcom SAL, the Mikati group and
other investors. FTML was formed in 1994 and has been operating a GSM network under a Build, Operate
and Transfer (“BOT”) contract granted by the Lebanese government in June 1994. A similar contract was
granted to its competitor Libancell.

On June 14, 2001, the Lebanese government terminated in advance the BOT contract with FTML
and that of its competitor. This cancellation took effect on August 31, 2002. From this date, and pursuant
to the law of June 1, 2002, the revenues of the sector belong to the Lebanese State. Before this date, the
Lebanese government had considered that the operators had not complied with certain clauses in their
BOT contract and had claimed penalties from them. FTML rejected these allegations as part of an
arbitration claim with the International Chamber of Commerce (ICC). On June 20, 2002, FTML and its
parent company FTMI, made a deposition for a request for arbitration against the Lebanese government
for illegal takings, without prompt and adequate indemnity and without fair and equitable treatment.
This claim was made in front of an ad hoc tribunal, constituted under the bilateral Franco-Lebanese
convention for reciprocal protection of investments and in virtue of the arbitration rules of the
Commission of the United Nations for International Commercial Rights (CUICR).

On December 14, 2002, FTML and the Lebanese government signed a contract over the transfer of
ownership of the network and its assets from FTML to the Lebanese State. The transfer of ownership took
place on February 10, 2003, effective August 31, 2002. The transfer of ownership contract also provides
that all claims by the parties, including those already submitted to the ICC, will be submitted to and
judged by the ad hoc arbitration tribunal to which FTML and FTMI had already submitted a claim.
Consequently, the ICC arbitration procedure commenced by FTML in 2000 ended on February 10, 2003.

On August 14, 2002, FTML and the Lebanese government signed a “Network Custody and Operation”
contract which states that FTML will operate the network, on behalf of the State, from September 1, 2002 to
January 31, 2003. On January 24, 2003, the contract was extended until the granting by the Lebanese
government, following the procedure launched on December 20, 2002, of two mobile telephony licenses
(through an auction process) or a management contract of one of the two existing networks (by tender). In
any event, the “Network Custody and Operation” contract will terminate on June 30, 2003.

As part of the arbitration procedure which ended February 10, 2003, FTML had evaluated at
December 12, 2001 its claims against the Lebanese government at $771,626,845, plus interest, under the
assumption that the BOT contract ended December 31, 2010, the determination of the extension of the
BOT contract due to pollution of frequencies being left to the appreciation of arbitration judges.

The Lebanese government had presented on July 1, 2002, in front of the same hearing, claims
preliminarily estimated at $840,411,552 plus certain elements not quantified.
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As part of the agreement reached in the transfer contract, all the claims of the parties, not limited to
those already formulated before the arbitration tribunal, together with an updated calculation of their
financial impact, will be submitted to and judged by an ad hoc tribunal meeting both in virtue of the
Franco-Lebanese convention for mutual encouragement and protection of investments and the CUICR
arbitration rules, and to which FTML and FTMI have already submitted a claim.

On July 13, 2000, France Telecom, Wireless Services Denmark (100% subsidiary of Orange since
December 29, 2000) and the minority shareholders of Orange Holding A/S (formerly Mobilix Holding A/S),
reached an agreement (the “Framework Agreement”) whereby it was agreed to transfer to a subsidiary
structure all the consumer Internet activity of Orange A/S (100% subsidiary of Orange Holding A/S), and to
contribute this new entity to Wanadoo, in exchange for Wanadoo shares on the basis of their Premier
marché initial public offering price i.e., €19 per share. The minority shareholders and Wireless Services
Denmark now hold respectively 32.8% and 67.2% of Orange Holding A/S. This agreement was not
however implemented since France Telecom subsequently made considerable changes to its
organization, given the constitution of Orange. Given these difficulties, France Telecom, wishing to
comply with its obligations vis-a-vis the minority shareholders of Mobilix Holding, formulated alternative
proposals which they did not agree with. On December 22, 2000, an arbitration request was made against
France Telecom, Wireless Services Denmark and Orange at the International Chamber of Commerce, in
accordance with the Framework Agreement. Since May 6, 2002, the minority shareholders only requested
the payment of approximately €118 million plus interest. Hearings in front of the Arbitration Tribunal
took place in Brussels between September 2 and 9, 2002. The Arbitration Tribunal is expected to render its
sentence in the beginning of 2003. France Telecom has accepted to indemnify Wireless Services Denmark
for all potential losses.

TP SA and Danish Great Northern Telegraph Company (DPTG) signed in 1991 a contract for the
construction of a fiber optic network in Poland, with revenues to be split between the parties. A
disagreement exists between the parties as to the bases for calculating this split, and an arbitration
procedure was commenced in June 2001 by DPTG against TP SA for €280 million. This claim is
provisioned in the accounts of TP SA at December 31, 2002, at the level which the company considers
likely it will have to pay. The outcome of this procedure cannot be determined at present.

4.15 Regulation of France Telecom

The commercial environment in France and in the countries in which France Telecom operates is
increasingly competitive and dynamic. France Telecom remains subject, however, to extensive regulation,
which can materially affect the way in which it carries out its business. The principal regulatory regimes
affecting France Telecom are those originating from the European Union, to the extent that European
directives drive the regulations of member states, including France (France Telecom’s principal market)
and the United Kingdom, given France Telecom’s significant operations in that country, primarily through
Orange. The principal features of these regulatory regimes are described below.

4.15.1 EU regulation

France and the other member states are required to incorporate the directives adopted by the
European Commission into their domestic law and to comply with EU legislation when enforcing their
domestic law. EU legislation can take a number of forms. Regulations have general application and are
binding in their entirety and directly applicable in all member states. Directives are binding on member
states with regard to the results to be attained, but national authorities may choose the form and method
of implementation.

EU institutions have enacted numerous directives providing for an open and seamless
telecommunications market within and between the member states, following two distinct and
complementary processes: (i) liberalization and (ii) harmonization. A first series of directives, adopted
pursuant to Article 86(3) (formerly Article 90(3)) of the EC Treaty on state monopolies, mandated the full
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liberalization of national telecommunications markets and the abolition of the monopoly rights of state-
owned or licensed operators by January 1, 1998. A second series of directives, adopted pursuant to Article
95 (formerly Article 100(A)) of the EC Treaty on harmonization of member states’ regulatory
requirements, provides for open and efficient access to and use of public telecommunications networks
and services across member states’ territories (the “Open Network Provision” or “ONP” directives).

The European regulations currently in force are scheduled to be replaced by a new regulatory
framework adopted in March 2002 and which must be implemented no later than July 2003. The new
regulatory framework extends the liberalization of the telecommunications sector to electronic
communications and continues the regulatory shift towards more open competition.

Liberalization directives for telecommunications services

The seminal liberalization directive for telecommunications services, now repealed, was adopted on
June 28, 1990. It provided for the progressive liberalization of telecommunications services other than
voice telephony, wireless communications, telex and satellite communications. Other directives were
thereafter adopted to liberalize satellite telecommunications services (October 1994),
telecommunications services provided over cable television networks (October 1995) and wireless
communications and personal services (January 1996). To complete the liberalization process, a March 13,
1996 directive required (i) the full liberalization, as of July 1, 1996, of the use of alternative infrastructures
(such as telecommunications infrastructures of railways) for the provision of all telecommunications
services other than voice telephony and, in addition, (ii) called for complete liberalization of voice
telephony and of public telecommunications infrastructure as of January 1, 1998 (subject to transitional
arrangements for certain member states but not France).

This 1990 directive, as subsequently amended, was replaced by EC directive 2002/77 of September
16, 2002, which extends the previous provisions by including electronic communications services provided
by satellite within the scope of the directive on liberalization. EC directive 2002/77 should be incorporated
into domestic law as of July 2003.

The directive on general authorizations and individual licenses in the field of telecommunications
services, adopted on April 10, 1997, was replaced by the “authorizations” directive of March 7, 2002,
which was adopted on February 14, 2002 and should be incorporated into domestic law no later than July
2003. This directive repeals the system of individual licenses in favor of a general authorization scheme.
Under this new directive, only limited allocations, mainly those for radio frequencies and telephone
numbers, will be eligible for individual licensing.

ONP directives

The requirements of the ONP directives continue to represent, until July 2003, the specific
regulatory scheme for the telecommunications sector. They are intended to harmonize technical
interfaces, usage conditions and rate principles throughout the EU and to insure objectivity, transparency
and non-discrimination in access to services provided in accordance with ONP requirements. On June 28,
1990, at the time of the adoption of the first of the liberalization directives, the EU adopted a basic ONP
framework directive on the provision of an open telecommunications network. It was followed by other
directives on leased lines in June 1992 and on voice telephony in December 1995. The basic ONP
framework directive and the leased line ONP directive were amended on October 6, 1997, in the context
of the full liberalization of the telecommunications market.

The interconnection directive adopted on June 30, 1997 establishes principles for setting
interconnection charges and allocating the cost of universal service obligations, requires accounting
safeguards to avoid unfair cross-subsidization, establishes principles for access to essential facilities
(ducts, trenches, sites and buildings) and allocation of telephone numbers, defines the role of national
regulators and establishes a common dispute resolution procedure.
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Operators that national regulatory authorities have determined as having “significant market
power” (SMP) on their market must offer interconnection to other operators on a reasonable and non-
discriminatory basis. Operators are presumed to have SMP when they have a share of more than 25% of a
particular telecommunications market in the geographical area within which they are authorized to
operate. National regulatory authorities may, however, determine that an operator with a market share of
less than 25% in the relevant market has SMP, or that an operator with a market share of more than 25%
does not. In either case, the determination of the national regulatory authority shall take into account the
operator’s ability to influence market conditions, its revenues relative to the size of the market, its control
of the means of access to end users, its access to financial resources and its experience in providing
products and services in the market.

In addition, operators found to have SMP in the national interconnection market (i.e., the combined
market for interconnection, including both fixed line and wireless networks) must:

° bill interconnection charges that follow the principles of transparency and cost orientation.
The burden of proof that charges are derived from actual costs, including a reasonable rate of
return on investment, lies with the operator providing interconnection to its facilities; and

° publish a reference interconnection offer, which must include a description of the
interconnection offerings and rates. Different rates, terms and conditions for interconnection
may be set for different categories or operators if such differences can be objectively justified
on the basis of the type of interconnection provided and/or the relevant national licensing
conditions. National regulatory authorities ensure that such differences do not result in
distortion of competition. The national regulatory authority has the ability to impose changes
in the reference interconnection offer, if justified.

On February 26, 1998, the European Council adopted a directive that replaced the voice telephony
ONP directive of December 1995 in the context of the full liberalization of telecommunications
infrastructures and services on January 1, 1998. This directive sets forth the characteristics of a universal
service applicable throughout the EU.

On September 24, 1998, the European Council and the European Parliament adopted directive 98/61
amending interconnection directive 97/33 to provide for full operator number portability and pre-
selection of a long-distance operator by January 1, 2000. Recommendations on interconnection pricing,
accounting separation and cost accounting, packet switching data services and ISDN (Integrated Services
Digital Network) offerings have also been adopted by the Commission.

In a decision dated December 6, 2001, the European Court of Justice (ECJ) condemned France for
having breached its obligations to implement directive 97/33 on interconnection into its domestic law,
specifically with regard to the financing of universal service and its method of calculation.

Order No. 2001-670 of July 25, 2001 amended the French Mail and Telecommunications Code by
implementing seven European Community directives which were adopted in 1997 and 1998, subsequent
to the French law of July 26, 1996 regulating telecommunications. Directive 97/33 relating to
interconnection is included among these seven directives.

The French Minister of Economics, Finance and Industry set by decree (arretés) the 2000, 2001 and
2002 contributions to universal service by the various operators, and corrected the 1997, 1998 and 1999
contributions, taking the aforementioned ECJ decision into consideration. See “4.15.2 French Regulation
—Universal Service”.
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The New European framework

The European Commission is undertaking a wide-ranging review of the European telecommunications
regulatory regime. Four directives, which appeared in the Journal Officiel de la Communauté Européenne
(JOCE) on March 7, 2002, will replace the existing legal system as of July 25, 2003: a new “framework”
directive and several specific directives, including an “authorization” directive as mentioned above, an
“access” directive, which essentially replaces the “interconnection” directive and extends the scope of
application to access to networks, and the “universal service” directive, which specifically addresses
consumer protection, and the strengthening of the powers of the domestic regulatory authorities by giving
them the ability to enforce rate setting and by expanding their power to investigate into the accounting
methods of the company responsible for universal service. The new European regulatory framework also
includes a new decision adopted in March 2002 concerning the management of radio frequencies. A
directive relating to the processing of personal data and the protection of privacy in the electronic
communications sector was adopted on July 12, 2002. The stated intent of these changes is to provide an
updated flexible regulatory framework for a liberalized market in order to stimulate competition and, in
particular, the provision of high speed Internet access. The new legal framework must be less restrictive and
leave more room for free competition. National regulatory authorities must incorporate these directives into
domestic law by July 24, 2003. One goal of the European Commission is for SMP to be defined as based on a
document published by the European Commission, “Directive guidelines on market analysis and on the
calculation of market power”. Also, determination that a single operator has SMP will no longer be solely
determined by reference to the 25% benchmark for a dominant position. Rather the determination will be
made by a market analysis identical to that used by anti-trust authorities to determine if there is dominance
in a given market. Regulatory authorities will also be able to determine operators to have “joint” SMP with
one or more other operators. This will not be based on market share, but rather on a regulatory authority’s
analysis of the relevant market and assessment of the competitive nature of the market in accordance with
the concept of joint dominance. Under the new legal framework, once a regulatory authority determines an
operator to hold SMP, singly or jointly, then the regulatory authority may impose appropriate and
proportionate regulatory obligations for the market in question.

Howeuver, joint dominance must be rigorously proven by the European Commission, as noted by the
Tribunal of First Instance of the European Court of Justice in the Airtour/First Choice case. Under certain
circumstances the regulatory authorities’ decisions may be subject to review by the European Commission.

umTs

On December 14, 1998, the European Parliament and the Council of Ministers adopted EC decision
No. 128/99 concerning the coordinated introduction of a third generation wireless communications
systems, Universal Mobile Telecommunications Systems (UMTS) Services, in the EU. This decision was
intended to facilitate the rapid and coordinated introduction of compatible UMTS networks and services
in the EU. The decision provides that member states must take the actions necessary to allow the
coordinated and gradual introduction of UMTS in their territory no later than January 1, 2002, and that
they must establish an authorization system for UMTS no later than January 1, 2000. In certain
circumstances, member states who apply before January 1, 2000 will be granted an additional
implementation period of up to 12 months. Formal application for the additional implementation period
had to be filed by January 1, 2000. None of the member states formally applied for this additional period.
The decision also provides that member states must ensure that the provision of UMTS is organized in
frequency bands that are harmonized and consistent with common standards. Licenses issued to new
entrant UMTS operators should allow transnational roaming within the EU. The decision also requires
member states to encourage operators to negotiate cross-border roaming to ensure seamless EU-wide
coverage. However, the significant debt incurred by wireless operators, delays by terminal equipment
manufacturers, and difficulties related to the construction of a third-generation network have resulted in
some delays in deploying these networks throughout Europe. Nevertheless, the European Commission
has not reacted to this current situation, which is primarily caused by the methods of allocating 3G
licenses, which differ significantly between member states. The European Commission believes that the
responsibility falls to the member states.
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Competition law

Community competition law principally includes three parts. Articles 81 and 82 of the EC Treaty
(formerly Articles 85 and 86) comprise the first part.

These two articles prohibit any anti-competitive practices that restrict, or are intended to restrict,
competition within the EU or that may affect trade between the member states. Articles 81 and 82 cover
all businesses, whether public or private, and therefore apply to France Telecom. Article 81 prohibits
collusive behavior between competitors which restricts competition within the EU. Article 82 prohibits
any abuse of a market-dominating position within a substantial part of the EU. These rules are enforced
by the European Commission in cooperation with the national competition authorities. In addition,
national courts have jurisdiction to litigate violations of Articles 81 and 82 of the Treaty.

As an example, the Competition Directorate of the European Commission launched on July 27, 1999,
pursuant to Articles 81 and 82 discussed above, a sector-specific inquiry into the telecommunications
market, in particular for wireless roaming services, the supply and pricing of leased lines and access to
local loop and its uses. On December 11, 2002, the European Commission decided to conclude the sectoral
inquiry on leased lines, since over the three years, prices for international leased lines had dropped
considerably throughout the entire European Union. The other two inquiries are still underway. France
Telecom is in regular dialogue with European Commission officials to ensure that all relevant information
is provided to enable the European Commission to conclude its inquiry. To this end, within the framework
of the “Access to Local Loop” sectoral inquiry, France Telecom has been requested to respond to two
questionnaires from the European Commission, sent in January and June 2002 and relating to the
progress of unbundling in France. In regard to roaming services, the European Commission is in the
process of analyzing the documents it received in July 2002, after a site inspection at Orange’s principal
office.

The second part of the European Community competition law is the control of mergers, subject to
the mandatory reporting system of Regulation 4064/89. Within the framework of this procedure, the
European Commission determines whether mergers reported by the parties create or strengthen a
dominant position resulting in the significant obstruction of effective competition in the common
market, or a substantial part of it. In 2002, the European Commission launched a vast reform of its merger
control activities; very technical public inquiries initiated by the European Commission shall continue in
2003, and a new European regulation should come into effect on May 1, 2004.

The third part of the Community competition law concerns rules relating to state aid given by the
European Union member states, as provided for in Articles 87 and 88 of the EC Treaty (formerly Articles
92 and 93). Article 87 of the EC Treaty prohibits (subject to certain exceptions) aid granted by European
Union member states, or by means of their resources, that affect transactions between member states,
and that hinder, or threaten to hinder, competition. Article 88 of the EC Treaty provides for the European
Commission to ensure compliance with Article 87 of the EC Treaty and grants the European Commission
the authority to inquire into and rule on the compatibility of measures constituting State assistance, with
Article 87 of the EC Treaty. Articles 87 and 88 of the EC Treaty apply directly to European Union member
states, and only indirectly to businesses, for example when they benefit from aid rendered by a European
Union member state.

4.15.2 French regulation

The French legislative and regulatory regime described below must be adopted no later than July 24,
2003 in order to conform to the directives of March 2002 (see “4.15.1 EU Regulation — The New European
Framework”) with a view to reflect changes in the authorization structure.
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Legal framework

The French regulatory regime for telecommunications was comprehensively reformed by Law No.
96-659 of July 26, 1996 (Telecommunications Regulation Law, or “LRT”), the general objective of which
was to create a framework for a fully competitive telecommunications market, to ensure the provision of
universal service and to establish an independent regulatory authority. These objectives reflected in part
the telecommunications liberalization initiatives of the EU, which will continue to influence French
regulations in the future. In accordance with these objectives, the LRT established the Autorité de
Régulation des Télécommunications, or ART (independent regulatory authority). The LRT has been
implemented by a series of detailed regulatory measures (décrets or arrétés) covering specific subjects.

The LRT requires licensing for certain categories of telecommunications services and
telecommunications networks. Each license is accompanied by a schedule of conditions (cahier des
charges) setting forth obligations applicable to the particular service or network. Standard provisions of
the two main types of cahiers des charges have been set forth by decree.

The LRT also requires France Telecom to provide certain services in the public interest. Specifically,
France Telecom is required (i) to provide certain basic telecommunications services throughout France
(“universal service”), (i) to provide, throughout France, ISDN services, leased lines, pack-switched data
transmission, enhanced voice telephony and telex service (“mandatory services”) and (iii) to engage in
certain limited activities of general interest in the areas of national security, research and education. These
services are to be provided in accordance with the detailed requirements of a cahier des charges specific to
France Telecom adopted by decree No. 96-1225 of December 27, 1996 (the “Cahier des Charges”).

In 2001, the LRT was amended pursuant to order No. 2001-670 of July 25, 2001 to adapt to the EU
laws regarding intellectual property and mail and telecommunications. This order completed the
incorporation of the European directives known as the Open Network Provision (“ONP”) governing the
harmonized liberalization of the telecommunications sector.

Among the modifications made by this order, the most significant include:

® the clarification of the conditions under which an operator may be considered a significant
market player, and in which markets. Although the LRT did not specify a pertinent market,
four clear markets were defined: (i) the public fixed line telephony market; (ii) the leased lines
market; (iii) the public wireless telephony market; and (iv) the domestic interconnection
market. In addition, the 25% market share threshold above which an operator is presumed to
have a significant influence is an adjustable one. The ART may decide, after consulting the
Conseil de la concurrence, that an operator holding less than 25% of the market share is a
significant player, while deciding, on the other hand, that an operator holding more than 25%
of the market share is not a significant player;

®  the easing of procedures of conformity for terminal equipment for telecommunications by
replacing the approval system with a simplified evaluation system in accordance with
essential requirements. The a priori authorization procedure for placing telecommunications
terminals on the market, i.e., approval of the terminal to be delivered by the ART, is
eliminated. Equipment may now be freely placed on the market as soon as it has received
approval of conformity by its manufacturer or by a recognized authority that is charged with
setting the applicable norms and conformity standards for the terminal equipment;

®  the confirmation of France Telecom as a universal service operator for directories and
telephone information services and the disbanding of the independent organization that
previously established and updated directories and telephone information; and

® the clarification and strengthening of the ART’s intervention authority, which provides
specifically for official authority to define the terms or conditions of interconnection and
access as well as the ability to set deadlines for negotiations in these matters.
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A limited number of France Telecom’s activities are subject to specific regulation under legislation
other than the ART. These include its cable television and radio signal broadcasting activities.

In addition, the government has announced its intent to once again amend article L. 1511-6 of the
General Territorial Authorities Code. This new law authorizes local authorities to create infrastructure to
support communication networks, but under very precise conditions which could be relaxed. On
December 13, 2002, the Inter-Ministerial Committee for Territorial Development thus resolved to propose
legislative modifications to allow local authorities “to exercise operator functions according to the
conditions and a scope that remain to be determined after approval” and “to mobilize areas, on a priority
basis, where no high speed Internet access offering is available in the near future.” The schedule for these
legislative changes has not yet been set, but it is very likely that they will be voted on prior to the
summer of 2003.

The legislative and regulatory framework is expected to evolve during the implementation of the
directives of March 7, 2002 (see “4.15.1 EU Regulation”), which should occur no later than July 25, 2003.
To date, no draft bill aimed at incorporating these directives has been filed with either chamber of the
French Parliament.

Regulatory institutions

Under the LRT, regulatory functions are divided between the Telecommunications Minister and the
ART. The ART, which commenced operations on January 1, 1997, is a regulatory body independent of the
government, with its own staff and its own budget funded partly by taxes and fees paid by operators and
partly from state funds. The ART has five members who cannot be removed prior to the expiration of
their terms. The chairman and two other members are appointed by the government, and one is
appointed by the president of each house of parliament (the Sénat and the Assemblée Nationale). A full
term for a member of the ART is six years.

The ART monitors the conformance by operators to legislative and regulatory initiatives relevant to
them under French law and their authorizations. The ART may penalize violations of these obligations
through suspension measures, reducing the duration of an authorization (by up to one year) or
completely withdrawing it. It may also apply monetary penalties of up to 5% of the operator’s annual
total revenue.

The ART reviews on behalf of the French Telecommunications Minister the requests for licenses of
the establishment and operation of public telecommunications network as well as requests for license of
the supply of public telephone services. It also reviews requests for licenses necessary to provide services
using hertz frequencies to the public. See “Licensing”, below.

Each year, subject to notice from the Conseil de la Concurrence, the ART prepares a list of operators
that exercise significant influence in a given market (public fixed line telephone service, leased lines,
public wireless telephone service, interconnection).

With respect to interconnection, the ART determines which operators are required to publish a
catalog of interconnection rates (“interconnection catalog”) and approves this catalog in advance. In
addition, pursuant to interconnection decree No. 97-188 of March 3, 1997, an interconnection consultative
committee was established within ART, specifically comprising operators that have received an
authorization, and which is chaired by the ART, which sets the conditions for membership and
functioning. This committee has met regularly since then. Pursuant to article L. 36-8 of the mail and
telecommunications code, in the event of a refusal to provide interconnection, the failure of commercial
negotiations or a disagreement as to the conclusion or execution of an agreement on interconnection or
access to a telecommunications network, disagreement on the conditions of providing
telecommunications services by fixed line network, on the possibilities of and conditions for the shared
use of passage rights and easements, and on the sale of lists for the universal directory, the ART may be
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engaged by either party to rule on the dispute. In addition, since the order of July 25, 2001, the ART has
had official decision-making authority under the conditions provided for in Article L. 36-8 to define the
terms or set the specific conditions of an interconnection agreement, and to set the deadlines for the
negotiation of such agreement. In terms of unbundling and providing local loop access, the ART has the
power under the EU regulation of December 18, 2000 to modify the FT local loop reference plan.

The ART is responsible for implementing and managing the numbering plan, allocating the band
frequencies it has been assigned, participating in the preparation of technical standards, and overseeing
the network interface statements.

Numbering and frequency usage are subject to payment of an annual fee, adjusted pro rata
temporis based on the first and last years of allocation in the case of frequencies. The ART is responsible
for issuing notices on legislative bills, decrees or regulations relating to the telecommunications sector,
and participates in the implementation of these. After the ART has reviewed the application, the
Telecommunications Ministry issues licenses for the establishment and operation of public
telecommunications networks and the provision of public telephone services. Together with the Ministry
of the Economy, Finance and Industry, and subject to notification by the ART, it approves rates for
universal service and other services for which there is no market competition. At the request of the ART,
it verifies the cost of universal service and payments due by each operator (see “Universal Service”,
below).

As of January 1, 1997, the Agence Nationale des Fréquences (ANFR) is responsible for planning,
managing and monitoring usage of electromagnetic frequencies and coordinating the implementation of
certain electromagnetic transmission facilities. The frequency spectrum is divided among eleven
overseers: bureaus, the ART and the television and radio regulatory authority (the “CSA”, or Conseil
supérieur de I'audiovisuel). The ART and the CSA have the authority to redistribute frequency bands over
which they are responsible to users. The use of frequencies by telecommunications operators, including
France Telecom, requires a usage fee. The Agence Nationale des Fréquences is a public administrative
agency. Its board of directors is composed of representatives of radio frequency users such as certain
ministries (for example, Defense or Foreign Affairs), of the CSA and the ART, which have oversight
authority and of personalities chosen on account of their skills.

Licensing

Under the LRT, telecommunications activities are freely practiced, but certain activities are subject
to authorization, which is known as licensing. A license from the Telecommunications Minister is required
under the LRT in order to establish and operate a public access network and provide public telephone
service. A license is also required for operators providing telecommunications services using radio
frequencies. The reasons for refusing a license are strictly defined in the LRT. Refusal of a license is
justified in only three cases: (i) when it is required to safeguard the public order or the needs of defense or
public safety; (ii) due to inherent technical constraints related to available frequences; or (iii) when the
operator does not have the technical or financial capacity to permanently fulfill its obligations, or when it
has been subject to penalties relating to its telecommunications activities.

Each license granted to a public access operator or telephone service provider under the LRT has an
associated Cahier des Charges setting forth obligations relating to the specific network or service and
incorporating a series of standard provisions established by decree. These standard provisions relate to
the technical characteristics and coverage of the network or service, its quality, privacy of
communications, defense and public safety, telecommunications research and development
expenditures, provisions pertaining to universal service (currently relevant only for France Telecom),
provision of directory information, rules pertaining to interconnection and interoperability, equal
treatment of foreign operators, ART oversight procedures, the use of frequencies allocated to each
operator, management and accounting procedures necessary to guarantee fair competition and
publication requirements for rates and conditions of service. Licenses granted by the
Telecommunications Minister have a duration of 15 years and are renewable. Licensing entails the
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payment of an initial tax to open a file, and then annual tax payments for management and control, to
which must be added any fees specific to the allocation of numbers and frequencies. France Telecom was
awarded its fixed line license pursuant to a ministerial order on March 12, 1998 (as amended by an order
dated September 27, 2002 and an order dated November 8, 2002) to operate its public access network and
to provide public telephone services.

With respect to wireless telephony, France Telecom operated its GSM 900/1800 wireless network
and provided its wireless telephony services pursuant to a license granted on March 25, 1991 and
extended to the 1800 MHz band on November 17, 1998. Since August 17, 2000, Orange France has
operated the same network and provides the same services pursuant to a new license that was granted to
Orange France, which expires on March 25, 2006, under the same terms and conditions. The license
granted to France Telecom has been canceled. The license attributed to Orange France contains, among
other things, obligations in terms of network coverage (at least 90% of the population), quality of service
and customer contracts. The license can be modified by the Telecommunications Minister, specifically on
the basis of proposals by the ART.

A license granted by the ART is required for the operation of certain “independent” networks
(networks that provide Telecommunications services to a closed group of users); more limited
independent network services may be operated without any license.

Special status of France Telecom SA

For most purposes under the LRT, France Telecom is subject to the legislative and regulatory regime
generally applicable to other telecommunications operators in France. The LRT expressly provides that
certain provisions apply only to France Telecom. Its monopoly on providing public fixed line voice
telephony ended on June 1, 1998. Finally, France Telecom is subject to requirements arising under other
legislation applicable to majority state-owned corporations.

The LRT requires France Telecom to provide certain services in the public interest. This requirement
is implemented by detailed provisions contained in a Public Interest Service Charter (Cahier des Charges)
(decree No. 96-1225 of December 27, 1996). The most significant element of its public interest service
obligations is the provision of universal service. See “Universal service”, below. France Telecom is the
public operator required by law to provide universal service, although the LRT contemplates that in the
future private operators might also undertake to provide it. In addition to universal service, France
Telecom is required to provide, throughout France, the following mandatory services: ISDN services,
leased lines, packet-switched data transmission, enhanced voice telephony and telex services (the
“mandatory services”). Finally, like other operators, France Telecom is also required to engage in limited
telecommunications activities of general interest in the areas of national security, research and higher
education. All the foregoing services constitute its public interest service obligations.

With respect to rates, a number of significant requirements under the LRT apply to France Telecom
by virtue of its market position. Rates for services included within universal service and for services for
which there is no effective competition are subject to ministerial approval, after consultation with the
ART. Rates for interconnection are subject to special requirements where an operator has “a significant
influence” in a relevant telecommunications market. These requirements apply to France Telecom and
may come to apply to other operators.

Under the Public Interest Service Charter of December 27, 1996, France Telecom must spend an
amount at least equal to four percent of its unconsolidated revenues on research and development.

Under the Public Interest Service Charter of December 27, 1996, the Telecommunications Minister
has the right to block, or to impose conditions on, any proposed divestiture by France Telecom of
telecommunications network infrastructure necessary for it to meet its obligations under the Public
Interest Service Charter.
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Universal service

The LRT includes provisions to ensure the general availability of certain basic telephone services
(referred to as “universal service”) throughout France. Universal service includes subscription for any
person who wishes to be subscribed, carrying voice telephone calls, providing information and directory
assistance in both printed and electronic form, providing public payphones throughout France and
carrying emergency calls free of charge. These services must be made available at an affordable price.
Special subscription packages and technical capabilities must be offered to low income and disabled
users, whatever the user’s geographic location. The list of services encompassed by universal service may
be revised by statute every four years to reflect technical developments and customers’ needs.

France Telecom, as a public operator charged with universal service, is required by the LRT to
provide universal service in such a manner as to prevent any discrimination based on geographic location.
(See “Special Status of France Telecom SA”, above.) No other operator may be required to do so, but any
operator that has the capacity to provide the service nationwide can apply for designation as a provider of
universal service. The obligation to carry emergency calls free of charge applies to all providers of public
voice telephony.

As a provider of universal service, France Telecom is required to maintain an accounting system in
order to determine the costs attributable to compliance with its universal services requirements. The LRT
requires that the accounting system be audited by an independent agency appointed by the ART.

The LRT, as implemented by decree, provided two specific mechanisms to distribute the costs of
providing universal service among all telecommunications operators. These mechanisms do not cover the
cost of providing emergency calls free of charge, which is directly borne by providers of public voice
telephony. Since January 1, 2000, the supplemental interconnection fee requirement has been
eliminated, and the only mechanism to distribute the net cost of providing universal service is the
Universal Service Fund. Every operator is required to contribute in proportion to its share of traffic, and is
entitled to be compensated by the Fund for all the costs resulting from preferential rates that are applied
to certain categories of customers. The Telecommunications Minister determines the sum to be
contributed to this Fund by the operators, by considering the net costs of universal service requirements
which must be provided pursuant to the law. In addition, France Telecom is compensated for the cost of
providing public payphones, universal service for directories and information, and since January 1, 2000,
for the cost of required geographic balancing.

The aggregate cost of providing universal service is set each year by decree of the
Telecommunications Minister based on the recommendations of the ART according to a general
methodology set forth in a decree and detailed by the ART. As the main provider of universal service,
France Telecom is a net recipient of funds from the financing mechanism. The final amounts for 1997,
1998 and 1999 were revised following the order of the European Court of Justice dated December 6, 2001,
which criticized France for not respecting EU regulation measures pertaining to the financing of universal
services.

The ART has proposed new valuations of universal service to the Telecommunications Minister, who
set them by decree dated July 11, 2002. The aggregate cost of universal service was set at €0 for 1997,
€275 million for 1998 and €111 million for 1999.

The final aggregate cost of universal service in 2000, the year when another operator, Kertel,
proposed subsidized social rates, was set at €129 million. The final cost for 2001 will be known in the first
half of 2003. The projected amount for 2002 was set at €297 million.

Lawmakers are currently considering two draft decrees. One concerns the universal directory. The
other, related to the financing of universal service, will introduce changes to the methods to take into
account the order by the European Community Court of Justice. France Telecom anticipates that these
decrees will be made public in the first half of 2003.
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Interconnection

The operator of any public telecommunications network in France exerting significant influence on
fixed line or leased line markets must publish, in detail, the technical and pricing terms on which it will
provide interconnection services, and is required to permit interconnection with its network, on open and
non-discriminatory terms, for other public network operators and public telephone service providers. As a
result, France Telecom is required to provide interconnection to its competitors on terms comparable to
those afforded to its subsidiaries. An operator may not refuse a request for interconnection if the terms
are justified in accordance with the requester’s needs and the abilities of the operator to satisfy them.
Interconnection requests are governed by agreements between the parties, which must conform to the
requirements of the LRT and its implementing decrees and be filed with the ART. The ART has the power,
after consultation with the French competition authority, the Conseil de la Concurrence, to require
modification of an interconnection agreement in the interest of fair competition or interoperability of
telecommunications services. Finally, in the case of an interconnection dispute, any party can request
arbitration by the ART, whose decisions are binding on operators, who nevertheless have a non-
suspensive right of appeal.

Four relevant markets have been defined: (i) the fixed line public telephony market; (ii) the leased
lines market; (iii) the wireless public telephony market; and (iv) the domestic interconnection market. The
constraints established by the ART differ depending on the market category concerned. Any operator of a
public telecommunications network that has a “significant influence” over either fixed line or leased line
markets must publish the detailed technical and pricing terms on which it will provide interconnection to
other operators (the “interconnection catalog”). These terms are subject to prior approval by the ART. The
ART is responsible, after consulting with the Conseil de la Concurrence, for determining which operators are
subject to this requirement. Any operator with a market share exceeding 25% in a relevant market is
presumed to have a significant influence. The 25% market share threshold at which an operator is
presumed to have a significant influence is a flexible one. The ART may decide, after consulting the
Conseil de la Concurrence, that an operator with less than 25% of the market share exerts a significant
influence, and on the other hand, may also determine that an operator with more than 25% does not
have a significant influence. In addition to their obligation to provide interconnection services, these
operators must respond to justified demands for special access.

Pursuant to ART decision No. 01-1206 of December 14, 2001, Orange France and SFR were named by
the ART as operators with significant influence over the wireless retail market and the domestic
interconnection market, and are therefore subject to the rules governing this type of operator. The ART
issued two decisions on November 16, 2001 requiring Orange France and SFR to reduce their
interconnection rates (call termination) by approximately 40% within 3 years. Decision No. 02-593 dated
July 18, 2002 defining which operators exercise a significant influence on the public fixed telephony
services market and leased line market in 2003 included France Telecom on that list as an operator
considered as exercising a significant influence on the public fixed telephony services market.

France Telecom’s interconnection conditions have been in effect as of January 1, 1998 and were
made public in a catalog composed of the principal interconnection rates, a list of the interconnection
access points, the connection conditions to these access points for third party network operators, support
services provided by France Telecom, the conditions applied to the selection of the transporter (selection
of call per call or pre-selection) as well as the interconnection service of connections rented to other
operators and partially rented connection services and end to end connections.

France Telecom’s interconnection packages have been enlarged during the second quarter of 2001
to include new rates for traffic transport, the introduction of a flat rate interconnection package for
Internet access (IFl) where the rate is based on the operator’s immobilized capacity in contrast to the
standard package based on length.

The interconnection rates of an operator considered as exercising a significant influence on the
fixed telephony market must reflect the relevant costs. In its decision No. 02-1027 dated November 5,
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2002, the ART set incremental long term average costs as a reference for France Telecom’s
interconnection rates, replacing the relevant temporary average book costs used up to that time.

On November 28, 2002, the ART approved the France Telecom interconnection catalog for 2003
(decision No. 02-1089), the rates of which are based on long term incremental average costs. In 2003,
average interconnection rates for the “metered rate” price offer totaled €0.0057 (excluding taxes) per
minute for access to the local switch, €0.0101 (excluding taxes) per minute for single transit calls,
representing a decrease of 1%, and 4%, respectively, compared to 2002. The ART also agreed to keep only
the technical conditions of the offer for double transit calls in the 2003 catalog and for France Telecom to
therefore have greater rate flexibility: the average rate applying as of February 1, 2003 totaled €0.01254
(excluding taxes) per minute, a decrease of 6% compared to 2002. With regard to the “flat-rate” offer, the
technical and rate conditions remain unchanged in 2003 compared to 2002. The ART initiated an
agreement with the sector to study the possibility of implementing a so-called “price cap” system, but
deemed its introduction in 2003 to be premature.

Unbundling of the local loop

The local loop is the physical copper line circuit in the local access network that connects the end
customer’s premises to the operator’s local switch, concentrator or exchange facility.

On December 18, 2000, the European Parliament and European Council adopted a Regulation on
unbundled access to the local loop to enforce the provision of full unbundling and shared access of the
copper local loop of operators having SMP in the provision of fixed public telephone networks by
December 31, 2000. In France, the ART published in October 1999 the results of a public consultation on
the development of competition in the local telephony market. The ART noted in particular the
importance of local loop unbundling in connection with the growing demand for high speed data services.
A decree of September 12, 2000, known as the Local Loop Decree, requires that dominant operators
(currently only France Telecom) respond to reasonable demands for access to their local loop
infrastructure. This decree opening up the local loop to competition became applicable on January 1,
2001.

Access to the local loop may take one of the two following forms:

° either the incumbent operator provides access to the metallic part of its network, located
between the main distribution frame and the termination point located in the customer’s
premises (full unbundled access to the local loop);

° or the incumbent operator provides access to the non-voice frequencies on the same part of its
network with the incumbent operator itself continuing to furnish telephone service to the
public (shared access to the local loop).

Pursuant to the Local Loop Decree, access to the local loop also includes associated services, such as
supply of the information necessary to implement access to the local loop, an offer to co-localize
equipment from competing operators on France Telecom’s premises, and an offer to enable the
connection of this equipment to the networks of those requesting access.

Access to the local loop will be provided pursuant to a contract (convention de droit privé), which
must be sent to the ART within ten days following its execution.

According to the Local Loop Decree, rates for unbundled access to the local loops must be oriented
towards costs. It is specified, in particular, that the network components must be valued on the basis of
their average long term incremental costs. Pursuant to Article D. 99-24 of the Mail and
Telecommunications Code, the ART has established the list of relevant costs and has published on
October 31, 2000 the list pertaining to the calculation method for average long term incremental costs.
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The regulation adopted by the European Parliament and European Council on December 18, 2000
grants the ART the right to impose modifications on France Telecom’s reference offer for unbundled
access to the local loop. The ART has used this power several times.

France Telecom has appealed ART decisions No. 01-355 dated February 8, 2001 and No. 02-323 dated
April 16, 2001 requiring France Telecom to modify its reference offer. These appeals do not have a
suspensive effect.

The unbundling was set into motion by a base reference offer for access to the local loop published
on July 16, 2001 (total access: €14.48 per month; shared access: €6.1 per month).

On April 11, 2002, France Telecom published a new reference offer for 2002 introducing new
operational rates for access to the local loop (€11.5 per month for total access and €3.5 per month for
shared access), operational (a temporary solution for cohabitation within France Telecom facilities), and
access to the local sub-loop.

On April 16, 2002, the ART imposed modifications on France Telecom'’s offer concerning the rates
(€10.5 per month for total access; €0.61 per month for shared access) and for operational methods
(cohabitation within France Telecom facilities at sites where a designated facility had not been provided).

France Telecom published a new reference offer on June 14, 2002 in conformity with the ART’s
decision. This new reference offer incorporates the ART’s requirements, particularly those concerning
cohabitation of the equipment of third-party operators next to France Telecom’s equipment, as well as
rates for unbundled leased lines by network operators.

Rate policy for fixed line telephony

Since 1993, France Telecom has been implementing a broad-based rate reform designed to align its
rates more closely with costs, to foster increased usage of telecommunications services and to prepare for
and subsequently adapt to the advent of full competition. The reform had three components:

(i) rebalancing of rates; (ii) improvement of the rate options available to customers; and (iii) simplifying
rates to improve customer understanding. Each of these components has been largely or fully
implemented; only the first is described below.

France Telecom began rebalancing its rate structure by reducing domestic long distance rates.
These initial reductions were followed by successive decreases in domestic long distance and
international rates through 1996. France Telecom successively increased subscription charges starting in
1994. The rebalancing process was accelerated by further increases in basic monthly residential
subscription charges and by substantial reductions in domestic long distance and international rates in
1997, 1998, 1999 and 2000. France Telecom increased the basic monthly residential subscription charges
by 6.4% in October 2000, and then by 3.6% in July 2002. It also decreased its local calling rates by about
6% in December 2000. Local rates have not changed since December 2000. Since 2001, the only lowering
of rates concerned the cost of calls from fixed line telephones to wireless telephones, and certain
international calls in July 2002 for businesses.

France Telecom’s rates with respect to services included in universal service (see “Universal service”,
above) are governed by special regulatory requirements under the Cahier des Charges of December 27, 1996.
According to these requirements, rate policies governing services included in universal service must be set
in a multiyear agreement entered into among France Telecom, the Telecommunications Minister and the
Minister of the Economy, Finance and Industry. Thus far, the application of the LRT has resulted in the
signing of a rate agreement, adopted at the end of 1997. For a description of France Telecom’s rate policies
for fixed telephony, see “4.3.3 Fixed line, voice and data services — France — Fixed line rates”.

Regarding calls from fixed line telephones to wireless telephones, the ART organized a round table at
the beginning of 1999 with the three major French wireless operators (Orange France, SFR and Bouygues
Telecom) to discuss the prices charged for calls from fixed line telephones to wireless telephones.
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Prior to November 1, 2000, prices for calls originating from a fixed line telephone to wireless
telephones were set by the wireless operator. After this date, prices for calls originating from fixed line
telephones to wireless telephones were set by the fixed line operator. Following this decision, due to
lower call termination rates (the rate the fixed line operator pays for call termination on wireless
networks), France Telecom lowered its prices for its end-customers and proposed a number of tariff
options. For calls from fixed telephones to wireless telephones, the decrease in rates to Orange and SFR
was 16% in February 2001 and 11.3% in April 2002, while the decrease in fixed rates to Bouygues Telecom
was 29% in May 2001 and 11% in October 2002.

Numbering

The ART establishes and administers the national numbering plan which assures equal and easy
access to the different telecommunications networks and services and guarantees equivalent numbering
formats.

Since January 1, 1998, operators, including France Telecom, are required to publish an interconnection
catalog and are required to allow their customers to select a long distance carrier on a call by call basis by
entering a numeric prefix when calling. Seven long distance carriers, including France Telecom, were
assigned a one-digit prefix. The other operators have four-digit prefixes. Since January 17, 2000, subscribers
can opt to “pre-select” their long distance carrier so that the subscriber can access its carrier's network
without having to use the one-digit prefix. Pre-selection of telephone carriers was extended to calls to
wireless telephones in November 2000 and to local numbers at the beginning of 2002, at the discretion of
the carrying operator. As of January 1, 1998, subscribers who change their local fixed line telephony operator
without changing their geographical location may retain their number. In the beginning of 2003, France
Telecom will offer its customers the opportunity to move within a “basic numbering zone” without
changing the number. Full portability for shared cost services has been effective since the second half of
2001, and will be possible for shared income services from December 17, 2002.

For wireless telephones, operators have put in place a process to provide for full portability by mid-
2003.

UMTS Licenses

The procedure to award UMTS licenses in mainland France was described in the “avis” (notice) of
the Ministry of the Economy, Finance and Industry, which was published in the “Journal Officiel” on
August 18, 2000, regarding “terms and conditions for allocating authorizations to introduce third-
generation wireless systems in mainland France”. Only Orange France and SFR submitted applications to
the French government and are expected to be awarded UMTS licenses. Of the four UMTS licenses, two
remain unallocated to date.

In October 2001, the government decided to reschedule the payment of the UMTS license fees. The
original €4,955 million payable in several tranches has been replaced by the following payment schedule:

° one-off license fee of €619 million, which was paid by Orange France and SFR in September
2001; and

° an annual license fee of 1% of the UMTS sales.

On December 29, 2001 the Minister of the Economy, Finance and Industry issued a second call for
candidates for two more UMTS licenses (see notice published in the Journal Officiel dated December 29,
2001). Applications were due by May 16, 2002. Only Bouyges Telecom submitted its application, and was
allocated a UMTS license by order dated December 3, 2002. When this license was being allocated, the
government modified the Cahier des Charges for Orange France’s UMTS license.

Each of the three licenses is awarded for a 20-year period and each operator will receive the same
number of frequencies, i.e., 2 X 15MHz in the paired bands and 1 x 5MHz in the non-paired bands.
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The Cahier des Charges also contained certain number of specific minimum obligations in terms of
coverage, notably:

° After two years, at least 25% of the population shall have access to voice transmission services
and 20% of the population shall have access to data transmission services; and

° After eight years, at least 80% of the population shall have access to voice transmission
services and 60% shall have access to data transmission services.

UMTS operators that do not have a GSM network may complete their network coverage, during the
first few years of network roll-out, thanks to national roaming between GSM and UMTS networks. They
will also be able to use existing sites to the same extent as their competitors.

Rights of way and easements

Public network operators may request rights of way over public roads, other parts of the public
domain and private properties. The authority having jurisdiction over any such request may not
discriminate among operators and may request the payment of a fee or indemnity. Where they benefit
from a right of way over public property, they must obtain authorization from the competent local
authority, and if necessary, reimburse the owners.

An operator that already benefits from a right of way or easement may be required to accept shared
use of its existing facilities with other operators, insofar as such use, in France Telecom’s case, does not
compromise its own public service mission. Any party to a dispute over any such arrangements between
operators may request arbitration by the ART, which must proceed with a public consultation involving
all interested parties. Public network operators may also establish, under certain conditions and subject
to relevant authorizations and radio electric easements over public or private property in order to
guarantee the optimal transmission of electromagnetic signals.

Limitations on foreign investment

The LRT provides that an operator may not be licensed to operate a public network using
radioelectric frequencies, if foreign nationals or corporations own directly or indirectly, in the aggregate,
more than 20% of the operator’s share capital or voting rights. An authorization already granted to a
company that later becomes controlled under the above conditions shall be revoked. These limitations do
not apply to ownership by nationals or corporations of member states of the EU or the European
Economic Area or of states with which France has entered into reciprocity agreements. French corporate
law and the bylaws of France Telecom contain notification requirements governing situations where a
shareholder or group of shareholders exceeds certain ownership or voting rights thresholds.

Competition law

French competition law prohibits the abuse of a market-dominating position and the distortion of
competition through collusive behavior by market participants. Since the full liberalization of
telecommunications services on January 1, 1998, France Telecom is subject to such regulation across its
entire range of activity. The LRT provides that the chairman of the ART must refer any unfair competition
practices in the telecommunications market to the Conseil de la Concurrence. The chairman may also seek
advice from the Conseil de la Concurrence on all other matters within its purview. The Conseil de la
Concurrence notifies and may seek the advice of the ART on any telecommunications matters referred to it
that are within the ART’s jurisdiction.
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4.15.3 UK regulation
Overview

France Telecom is engaged in diverse activities in the United Kingdom. These consist mainly of
wireless communications (through Orange); global IP services and data services through its investment in
Equant; and, following the acquisition of Freeserve by Wanadoo, Internet access. The developments
discussed below mainly concern wireless telephone activities.

The operation of mobile telecommunications networks and the provision of mobile telephony
services in the United Kingdom is regulated under the Telecommunications Act 1984, or TA, and the
Wireless Telegraphy Acts 1949 and 1998, or WTA. The Director General of Telecommunications, or DGT, is
responsible for the regulation of telecommunications under the TA and heads the Office of
Telecommunications, or Oftel, the UK telecommunications regulatory authority. The
Radiocommunications Agency is responsible for licensing and regulating the use of frequency spectrums
under the WTA. The running of a wireless telecommunications network requires two licenses, a TA license
and a WTA license. Orange UK has been granted licenses under each Act. The operation of GSM and
UMTS licenses requires different licenses, issued under the WTA 1949 as amended by the 1998 WTA.

In addition to applicable UK legislation and the terms and conditions of the licenses granted to
operators, UK telecommunications policy is also contained in a number of UK government
announcements and White Papers, Oftel consultative documents and statements, and is subject to EU
legislation. The United Kingdom has implemented, or is in the process of implementing, all relevant EU
telecommunications legislation.

OFTEL market reviews

On September 19, 2000, Oftel announced that it had begun a review of the wireless
telecommunications market in the United Kingdom, to examine how competition has developed since its
last review in 1998-1999. This review considered the extent of competitive development in the broad
market for mobile retail services. In parallel Oftel also conducted a review of mobile call termination
rates.

Following its competition review of the broad market for retail mobile services Oftel concluded that
Vodafone and O, UK (formerly BT Cellnet) possessed Significant Market Power in the Mobile market and
because of this position they were required to provide mobile airtime to independent service providers.
Orange UK has been found not to possess Significant Market Power. However, Oftel following an indepth
survey and questions to the marketplace it concluded that it was no longer necessary to mandate
Vodafone and O, UK to provide mobile airtime to independent service providers. As a result, no mobile
operator in the UK is subject to regulatory obligations to provide airtime to independent service
providers.

On September 26, 2001, Oftel commenced the regulatory process to introduce mobile call
termination price control obligations into the Telecommunications Act licenses of Orange, O, UK,
T-Mobile (formerly One20ne) and Vodafone.

On December 18, 2001, Oftel announced its intention to refer the matter to the UK Competition
Commission. The Competition Commission began its Inquiry on January 7, 2002. The Competition
Commission was requested by Oftel to consider whether the current mobile call termination charges act
against the public interest. The Inquiry has concluded and Oftel published the Competition Commission’s
public interest conclusions and recommendations on January 22, 2003. The Competition Commission has
recommended to Oftel that the GSM voice termination charges of the four UK mobile operators should be
reduced by 15% before July 25, 2003. Thereafter the termination charges of Vodafone and O, should fall
by Retail Price Index minus 15% per annum for the three years to 31 March 2006 and in the case of
Orange and T-Mobile should fall by Retail Price Index minus 14% per annum over the same period.
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On January 22, 2003, Oftel announced its intention to commence, in the near future, the process to
modify the Telecommunications Act licenses of each mobile operator to effect a 15% reduction before
July 25, 2003. The second part of the Competition Commission’s recommendation annual Retail Price
Index reductions (reductions of annual RPI (inflation) minus X%) cannot be implemented by way of
Telecommunications Act license modifications. On July 25, 2003 the UK is expected to implement the
new European regulatory framework (Directives adopted by the European Community on March 7, 2002).
As a result, on July 25, 2003, all Telecommunications Act licenses issued to telecommunications operators
will be revoked and replaced by general conditions of entitlement in accordance with the requirements of
the new European regulatory framework. In order to impose a price control on each of the mobile
operators after July 25, 2003, Oftel must first conduct a market review and issue determinations that the
individual operators possess significant market power in the relevant market. On January 22, 2003 the
Director General of Telecommunications stated his intention to review the termination market afresh for
the purpose of introducing the new European Telecommunications regulatory framework with effect
from July 25 of this year.

Consequently it is expected that Oftel will seek to implement the Competition Commission’s
recommendations in full. On January 22, 2003, Vodafone announced that it intends to seek a judicial
review of the Competition Commission’s decisions. Orange considers the Competition Commission’s
recommended remedy to be disproportionate. Orange has taken steps that will result in an appeal of
these decisions.

The creation of OFCOM

On December 12, 2000, the UK government published a Communications White Paper which
included measures to change the regulatory framework of the telecommunications industry. In response
to the converging nature of telecommunications, broadcasting and Internet services the UK Government
proposes that the five sector specific regulatory bodies (Oftel, Radiocommunications Agency,
Independent Television Commission, Broadcasting Standards Commission, and the Radio Authority)
covering these markets be consolidated into one regulatory body for the communications sector: OFCOM.
The main objectives are: to make the United Kingdom the most dynamic and competitive
communications and media market in the world; to ensure universal access to a choice of diverse and
high quality services; and to ensure that the rights of citizens and consumers are safeguarded. OFCOM
would have a primary aim to protect the consumer and would have sector specific powers to promote
effective competition in the communications market for the benefit of consumers. Spectrum
management will also be included in OFCOM’s new responsibilities.

The UK government published a draft bill in May 2002 for consultation. On November 19, 2002, the
Government laid the Communications Bill before Parliament. The Bill is now progressing through the
Parliamentary process. It is the Government’s intention to complete the Parliamentary process so that
the Bill is enacted as an Act of Parliament by July 25, 2003 as a means to establish OFCOM and to
implement the new European regulatory framework. If the Communications Act is not enacted by July 25,
the Government will implement the new European regulatory framework by Statutory Instrument and
would expect to complete the enactment of the Bill no later than the autumn of 2003. Upon enactment of
the Communications Bill, OFCOM will become the national regulatory authority for the communications
sector and Oftel will be dissolved with its functions being wound into OFCOM.

Telecommunications Act licenses

Telecommunications Act licenses permit licensees to install and operate a telecommunications
system over which telecommunications services may be provided. Licenses may be granted to individual
operators or apply to a class of persons. There are various types of both individual and class licenses.
Certain individual licenses for both fixed and mobile networks are designated as public
telecommunications operator, or PTO, licenses.

PTOs are generally required to satisfy certain service obligations and other obligations. Holders of
PTO licenses are granted certain rights and obligations relating to the installation and maintenance of
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apparatus, such as cables and equipment on private or public land, and are permitted to undertake civil
construction and public works in the same manner as other public utilities and to undertake certain
permitted developments without having to obtain express planning permission. Pursuant to the
Telecommunications (Interconnection) Regulations 1997, certain operators — including substantially all
PTOs — have a right to request interconnection from, and are subject to a reciprocal obligation to provide
interconnection when requested to, another operator.

Some of the obligations contained in Telecommunications Act licenses are effective only when the
Director General of Telecommunications has determined that the operator in question has SMP or
“market influence” for the purposes of the license. No such determination has been made in respect of
Orange UK.

Orange UK holds a mobile PTO license under the Telecommunications Act, which permits it to
operate a mobile telecommunications network and a fixed network. Orange UK also has full
interconnection rights under the Telecommunications (Interconnection) Regulations 1997.
Telecommunications Act licenses were granted for an initial duration of 25 years and are terminable by
the Secretary of State for Trade and Industry on 10 years notice given at any time after the end of the
fifteenth year. Orange UK'’s current Telecommunications Act license does not expire until 2020 at the
earliest. However, upon implementation of the new European framework on July 25, 2003, Orange’s
Telecommunications Act license will be revoked and replaced with a general condition of entitlement of
unlimited duration.

Orange Paging, formerly Hutchison Paging, ceased activity on June 30, 2001. In November 2002, its
license for telecommunications systems and for furnishing radio messaging services was ceded back to
the Secretary of State for Trade and Industry.

The DGT may modify the conditions of Telecommunications Act licenses with the licensee’s
consent, subject to a limited power of veto by the Secretary of State for Trade and Industry. The DGT may
also in certain circumstances modify the terms of an individual license where he does not receive
objections from the licensee whose licenses are to be modified or if he considers the modification to be
“deregulatory.” If objections are received, the DGT may decide not to revise the proposal or to refer the
matter to the Competition Commission, which will consider whether the proposed modification would be
in the public interest.

The DGT must impose modifications if, following a reference by it to the Competition Commission,
the Competition Commission considers that the matter referred operates or may be expected to operate
against the public interest and the Competition Commission recommends a license modification to
prevent or remedy any adverse effects that are identified. Before any license modifications are made,
notice must be given to licensees and to all persons likely to be affected by the modifications.

The Secretary of State for Trade and Industry also has power, under the European Communities Act
1972, to modify Telecommunications Act licenses to reflect the provisions of EU Directives.

Freeserve does not hold a license as a public telecommunication operator under the
Telecommunications Act. All of its telecommunications activities are regulated by a Telecommunications
Service License. The network’s infrastructure is supported by Energis, which supplies this service pursuant
to a PTO license granted in accordance with Section 7 of the Telecommunications Act.

Equant supplies data services and value added services abroad in virtue of a Telecommunications
Service License. This license authorizes the provision of all telecommunication services other than
international voice transport, distribution and conditional access. This license enables its holder (Equant)
to connect its telecommunications system to almost all other licensed systems and authorizes provision
of business services to third parties.

EGN BV and Global One Communications Holdings Limited (wholly-owned subsidiaries of Equant)
are authorized by their licenses to operate and exploit network installations of international
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transmissions as an irrevocable transatlantic right of use (IRU) originally pursuant to the International

Facilities License. These licenses were transformed in 1999 into licenses for PTOs having international

installations (a combined PTO/IFL license) since the streamlining of the licensing system in the United
Kingdom. These licenses give full rights to national and international interconnection. Equant provided
the voice services pursuant to these licenses.

Spectrum allocation

Orange UK and the other mobile network operators in the United Kingdom have been granted
Wireless Telegraphy Act licenses that permit such operators to establish and use sending and receiving
stations for wireless transmissions in the operation of their mobile networks. Wireless Telegraphy Act
licenses allocate portions of the radio frequency spectrum to each mobile network operator.

T-Mobile (formerly One20ne) and Orange UK have each been allocated 2 x 30 MHz of the 1800 MHz
spectrum for the running of a second generation network (GSM). Vodafone and O, UK (formerly BT
Cellnet) each have 2 x 17.5 MHz of the 900 MHz spectrum digital GSM networks and have been awarded
an additional 2 x 5.75 MHz each of the 1800 MHz spectrum. Vodafone and O, UK relinquished 2 x 4 MHz
of 900 MHz spectrum upon switching off their analogue networks.

The UK Government has enacted legislation, the Wireless Telegraphy Act of 1998, which enables it
to set spectrum fees at a rate above the administrative cost of managing that spectrum and to allow for
auctions of spectrum for future services, including UMTS. The Government has confirmed that the
existing four mobile operators will not be subject to auctions for the continued use of their current second
generation spectrum allocations.

Orange UK is one of five mobile operators licensed to provide third generation mobile services in
the UK using UMTS spectrum. The other licensees are Vodafone, O, UK, T-Mobile and Hutchison 3G. The
licenses were allocated by competitive auction in 2000. Orange UK, O, UK and T-Mobile have each been
allocated 2 x 10 MHz paired and 1 x 5 MHz unpaired of the UMTS spectrum. Vodafone has been allocated
2 x 15 MHz paired and Hutchison 3G has been allocated 2 x 15 MHz paired and 1 x 5 MHz unpaired of the
UMTS spectrum. Hutchison 3G had indicated publicly that it would launch commercial third generation
services towards the end of 2002 but has now deferred its commercial launch — probably until at least
March 2003.

Orange UK’s Wireless Telegraphy Act licenses specify the principal technical requirements that
Orange UK must comply with including, amongst other things, the management of the sites from which
radio frequencies are emitted and the use of approved apparatus. Inspection obligations are also included.
The operation of wireless telegraphy stations can be restricted or the stations can be closed down on a
temporary or permanent basis by the Secretary of State for Trade and Industry if Orange UK is in breach
of its license or if undue interference is being created. Orange UK may also be required to modify or
restrict its use or permanently close down radio equipment in the interests of long term spectrum
planning or in the event of a state of emergency being declared. Orange UK’s 1800MHz Wireless
Telegraphy Act license continues in force until surrendered by it, subject to variation or revocation by the
Secretary of State for Trade and Industry.

Pursuant to a consultation by the Radiocommunications Agency on the regulatory issues
surrounding the use of license exempt spectrum for public telecommunications services, the British
government adopted the Wireless Telegraphy (Exemption) Regulation of 2003, which entered into force
on February 12, 2003. The regulation establishes a license exempt frequency spectrum for commercial
public access services such as Bluetooth and WLAN and provides supplementary spectrums for broad
spectrum mobiles and nomads. Orange believes that with the enactment of an appropriate reglementary
framework, the development of these technologies using a license exempt frequency spectrum will
complete the services offered under its UMTS spectrum.

132



Interconnection policy

Mobile systems must connect with the telecommunications systems of other PTOs, both fixed and
mobile, in order to complete calls that do not originate or terminate on their system. Operators’ rights
and obligations to interconnection are governed by the Telecommunications (Interconnection)
Regulations 1997 (see “Telecommunications Act Licenses”, above), which implement the EC
Interconnection Directive. If, after negotiation between the parties, certain interconnection terms cannot
be agreed between operators, the DGT can be asked to determine such terms. In addition, the DGT has
the power to investigate the terms of an interconnection agreement on his own initiative.

Pursuant to the EU Interconnection Directive, Oftel has determined that British Telecom and
Kingston Communications (Hull) Limited have SMP in the fixed-line and rented-line markets in which they
operate. Oftel has also held that British Telecom has SMP on the national interconnection market. British
Telecom and Kingston Communications (Hull) Limited are also subject to certain additional obligations. No
mobile operators have been determined to have SMP in the national market for interconnection and so
the principles of transparency and cost orientation for interconnection charges do not apply to the four
mobile operators in the UK market. However, as highlighted above Oftel has proposed that a cost oriented
price control be imposed on the mobile interconnection rates of the four operators.

Interconnection agreement with British Telecom

Orange UK first entered into an Interconnection Agreement with British Telecom in July 1993.

Under the Interconnection Agreement, Orange UK was required, along with British Telecom, subject
to the terms of the agreement, to interconnect, and to keep interconnected, their respective
telecommunications systems. Orange UK was also required to order, and British Telecom was required to
provide, sufficient interconnection circuits to meet the forecast or actual traffic. Each of British Telecom
and Orange UK is required to use reasonable endeavours to provide sufficient switching capacity to meet
traffic volumes on each interconnection route and to ensure that busy-hour call completion rates are no
less than those normally encountered within Orange UK’s system. The Interconnection Agreement also
provides for the leasing of fixed links from British Telecom.

In 1996, Orange UK migrated to British Telecom’s Revised Standard Interconnection Agreement, the
RSIA. This provided Orange UK with the benefits of element-based interconnect charges of the network
and cost-sharing on interconnect links. In 1998, Orange UK migrated to British Telecom’s “Network
Charge Control Interconnect Agreement.” This allowed Orange UK to benefit from the lower
interconnection charges offered by British Telecom. British Telecom’s interconnection charges are set on
the basis of long run average incremental costs plus appropriate mark-ups.

Orange UK currently has, or is negotiating with other PTOs for, direct interconnection if and when
justified by call traffic. Such connections should reduce the need to route calls through British Telecom.

Price regulation

Mobile telecommunications rates in the United Kingdom are not generally subject to the prior approval
or review by regulatory authorities. Only British Telecom, a fixed operator having SMP deriving from its
former monopoly, is limited by retail price restrictions imposed by Oftel. Other Telecommunications Act
licenses have no retail price restrictions. As noted above, Telecommunications Act licenses do, however,
require operators designated as having SMP in the relevant markets to publish the terms and conditions on
which they offer certain telecommunications services. Oftel has not designated Orange UK as having SMP for
this purpose.
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Portability of mobile numbers

Telephone number portability permits subscribers to retain their telephone numbers when
changing telecommunications operators. Since January 1, 1999, all holders of wireless public
telecommunications operator licenses have been obliged to provide and have offered portability of
mobile telephone numbers on request, subject to certain conditions. During October 2001, a new industry
number transfer process was adopted by Oftel, reducing the standard transfer timescale from 28 calendar
days to seven calendar days. Oftel announced on December 20, 2002 an intention to work with the
telecommunications industry in order to improve the portability of its mobile numbers, in particular
when a network is forced to cease activities.

Competition Act

The UK Government has enacted a new Competition Act which came into force on March 1, 2000. It
grants powers to the industry-specific regulators and to the Director General of Fair Trading for the
prohibition of anti-competitive agreements, concerted practices and abuses of a dominant position. The
Competition Act introduces third party rights, stronger investigative powers, interim measures and
effective enforcement powers, and in particular the power to impose substantial fines and injunctions.
These powers will be enhanced once the Enterprise Act 2002 enters into force in the summer of 2003.

The Competition Act gives the Director General of Telecommunications powers, exercisable
concurrently with the Director General of Fair Trading, in relation to “commercial activities connected
with telecommunications.” One effect of the Competition Act is that third parties can bring enforcement
actions before the United Kingdom courts directly against telecommunications operators who are in
breach of prohibitions, and seek damages, rather than having to wait for the DGT to make a final order to
enforce the conditions of the operators’ license, as is the case under the Telecommunications Act.

The Enterprise Act was promulgated on November 7, 2002. This Act introduces a number of changes
to the competition law regime regarding merger decisions. In addition, the Act allows a number of
designated consumer bodies to make “super-complaints” to the Office of Fair Trading (the “OFT”)
requiring the OFT to investigate any feature or combination of features of a UK market that appears to be
significantly harming the interests of consumers. To date no consumer bodies have been designated for
this purpose by the Secretary of State. The Department of Trade and Industry is expected to establish the
designation criteria and to commence designation during 2003, at a date to be decided by the British
government.

E-Money regulations

The Financial Services and Markets Act 2000 (Regulated Activities) Amendment Order 2002 came
into force on April 27, 2002 and treats provision of e-money services as a regulated activity requiring the
authorization of the Financial Services Authority (FSA).

4.15.4 Other European regulation
Other Member States of the EU

The directives constituting the major elements of the European Union’s new regulatory regime
must be incorporated into each nation’s set of domestic laws no later than July 24, 2003 in order for the
member states to apply these legislative provisions as of that date.

In 2002, the majority of the member states undertook public hearings on the implementation of the
new legislative framework, and some of them have published draft bills for that purpose.

At December 31, 2002, France Telecom maintained a presence in fifteen European countries in

addition to France, with ten of them being European Union member states. It closely monitors the domestic
laws and regulations these countries are in the process of adopting in the context of the implementation of
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the European directives, so that their domestic laws incorporate provisions of the new directives, i.e., the
gradual elimination of ex ante sectoral regulation. A rapid and harmonized transition to the new regulatory
framework will allow the new legal system in force in each country to foster free competition, and provide
the legal transparency and regulatory flexibility needed to attract investment to this sector.

Impact of EU enlargement

France Telecom is specifically present in two of the ten countries that will be joining the European
Union in June 2004 under its expansion: Poland (through its interest in TP Group and PTK Centertel) and
Slovakia (through Orange SA’s holdings in Orange Slovensko). The European Council also confirmed its
intent to accept Bulgaria and Romania into the Union in 2007 at its meeting in Copenhagen on
December 12 and 13, 2002.

Orange holds a majority interest in the wireless telephone operator MobilRom in Romania.
Membership requires these candidates to undertake a rapid liberalization of their telecommunications
sector to satisfy European Union membership criteria.

In Poland, France Telecom and its local partner (Kulczyk Holding) increased their holdings in TP SA
in October 2001, from 35% to 47.5%, with France Telecom alone holding 33.93%. France Telecom also
holds, through its affiliate FTMI, 34% of PTK Centerel, a subsidiary of the TP Group engaged in wireless
telephony (the third largest wireless operator). On April 1, 2002, URTiP was established as the sector’s
regulatory authority under Polish telecommunications law. URTiP named the TP Group, the legacy
operator, as a “dominant” player in the market. This designation implies obligations, subject again to
negotiations, for the TP Group, specifically relating to interconnection. The new draft bill provides for the
opening of the local loop to alternate operators. With regards to the international telecommunications
market, complete liberalization is effective as of January 1, 2003. Within the framework of enlargement,
Poland has not negotiated a transition period for telecommunications with the European Union, which
means that as of its membership in June 2004, it will adopt the new European directives and make its
domestic laws conform.

France Telecom maintains a presence in Slovakia in the areas of wireless telephony, Internet and
international IP and data services for multinational companies. At December 31, 2002, Orange SA owned
63.9% of the wireless operator Orange Slovensko (formerly Globtel), which has operated a GSM 900
network since 1997. At December 31, 2002, Orange Slovensko was the leading wireless operator in
Slovakia with a market share of 59.7% (source: Orange). In October 2000, Orange Slovensko launched an
Internet portal. Equant, which maintains a presence in Slovakia, is the leading data services provider and
IP among multinational companies.

4.16 Environmental Policy

Risks Relating to the Environment

France Telecom believes that its activities as a telecommunications operator do not pose a serious
threat to the environment. France Telecom’s business does not implement any production processes
which create a significant threat to rare or non-renewable resources, natural resources (water, air, etc.) or
to biodiversity.

France Telecom does use, in the course of its activities and in particular for its central switching
equipment, certain equipment, products and substances which may be hazardous to the environment
and which are subject to specific regulation. Chlorofluorocarbons (CFCs) are used in the air conditioning
and refrigeration in its central switching equipment and halon in its extinguishers. Certain electrical
transformers also use polychlorinated biphemyl (PCBs) which will be progressively eliminated as required
by regulation, by 2007. France Telecom believes that the risks to the environment resulting from its
business, as well as the measurement and evaluation programs and the preventive steps taken, should
not lead to any expenses having a material effect on its financial condition. As a result of the limited
character of these risks, no provisions for environmental risks have been made by France Telecom.
Furthermore, since France Telecom’s compliance with environmental regulations is an integral part of its
operational processes, expenses relating to this compliance are not accounted for separately and are
included in operating expenses.
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4.17 Insurance

France Telecom maintains an insurance plan covering its principal risks, underwritten by major
insurance and reinsurance providers, and covering the risk of damage to physical assets, operating losses,
transport and legal liability for third party damage linked to France Telecom’s services and corporate
purposes, incurred by third parties, including clients.

The cost of coverage for France Telecom at December 31, 2002 amounted to approximately €28
million for insurance premiums, and approximately €1.3 million for insurance related fees.

As of the fourth quarter of 2002, in view of the state of the insurance and reinsurance market in this
domain, the risks of damage to the telephone network’s overhead lines caused by events such as the
storms which occurred at the end of December 1999, are self-insured.

These policies are being gradually extended to French and foreign subsidiaries of France Telecom,
with the notable exceptions of Orange UK and Equant, who have their own coverage, in order to equalize
risk coverage and rationalize risk management, and to control the corresponding insurance costs.

These policies reflect the nature of France Telecom’s exposures and are in line with accepted terms
and conditions for groups of the same size and similar range of activities throughout the world,
particularly concerning guaranty limits.

With regard to insurance to cover the risk of civil responsibility relating to the use of substances or
products that present environmental risks, risks related to the use of CFCs and PCBs are covered under
the current plan, with the exception of PCBs, which are excluded from France Telecom SA’s plan starting
from April 2003.

France Telecom’s self-insurance costs are linked to the rate of occurrence of accidents and disasters.
For the past seven fiscal years, the number of accidents affecting France Telecom’s above ground network
has not, on average, surpassed €15.5 million per year, excluding the occurrence of exceptional disasters in
terms of frequency and intensity. For example, in 2000, damages relating to the December 1999 storms
increased to €150 million.

Within the framework of its risk management policy, France Telecom regularly identifies risks
relating to its activities, through site visits in tandem with its internal engineering services and those of
its principal insurers. This type of risk management allows France Telecom to detect potential risks and
evaluate them to ensure that the insurance cover in place continues to be appropriate.
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Item 5. Operating and Financial Review and Prospects

5.1 Overview

Within the framework of the deregulation of the telecommunications industry implemented in
Europe at the beginning of the 1990s, France Telecom has undergone a significant transformation from
the historic network operator in France whose main revenue source was fixed line telephony in France, to
a company which offers diversified products and services and which has become increasingly
international. This transformation is reflected in the growth in the share of France Telecom’s revenues
from international operations from 4% in 1996 to 41.2% by the end of 2002.

Formerly a public sector operator, France Telecom became a corporation in 1996, and listed its
shares in October 1997 on the Premier marché of Euronext Paris SA and, in the form of American
Depositary Shares, on the New York Stock Exchange.

France Telecom pursued a strategy of external growth until 2001 and since then has achieved
internal growth in an increasingly competitive environment, including its goal of reaching critical size in
high growth markets on the European level, in particular the wireless and Internet markets. France
Telecom’s strategy is reflected in the change in composition of its revenues: in 1996, fixed line telephony
in France (excluding the Internet) represented 67% of France Telecom’s consolidated revenues, while in
2002 it represented only 29%.

With 111.7 million customers worldwide, France Telecom has structured its activities around four
segments: the “Orange” segment with its wireless subsidiaries, the “Wanadoo” segment with its mass-
market Internet activities and directories, the “Fixed line, voice and data services — France” segment and
the “Fixed line, voice and data services — Outside France” segment, which includes Equant and TP
Group.

This section contains forward-looking statements about France Telecom (within the meaning of Section 27A
of the U.S. Securities Act of 1933), including, without limitation, certain statements made in the sections entitled
“5.3 Business Trends” and “5.14 Outlook”. Although France Telecom believes its expectations are based on
reasonable assumptions, these forward-looking statements are subject to numerous risks and uncertainties.
Important factors that could cause actual results or performance to differ materially from the results anticipated in
the forward-looking statements include, among other things, the success of the announced FT 2005 Plan, including
the “15 + 15 +15” plan and the TOP program, France Telecom’s other strategic, financial and operating initiatives,
changes in economic, business and competitive markets, risks and uncertainties attendant upon international
operations, technological trends, exchange rate fluctuation and market regulatory factors. See “Item 3. Key
Information — 3.3 Risk Factors” and the “Cautionary Statement Regarding Forward-Looking Statements”.

137



5.2 France Telecom’s Activity and Operational Results

The following table sets forth France Telecom'’s revenues, operating income before depreciation and
amortization and before amortization of actuarial adjustments in France Telecom’s early retirement plan
and operating income for the years ended December 31, 2001 and 2002 and the percentage changes
between these periods presented on a historical and a comparable basis.

France Telecom’s management, both at the group and division level, uses operating income before
depreciation and amortization and operating free cash flow to evaluate France Telecom’s and its
individual divisions’ operating performance. Operating free cash flow is a measure that permits better
evaluation of the efforts of the operating divisions with respect to tangible and intangible investments
excluding non-recurring investments (acquisition of licenses).

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)
Revenues ..............ccouiiii.n. 46,630 45,305 43,026 2.9 8.4
Operating income before depreciation
and amortization®™ ................ 14,917 12,635 12,320 18.1 211
Operating income .................. 6,808 5,252 5,200 29.6 30.9
UMTS/GSM licenses ................. 134 873 873 (84.7) (84.7)
Tangible and intangible investments
(not including UMTS/GSM
licenses) ........coiiiiiiiiiinn.. 7,441 9,377 8,091 (20.6) (8.0)
Operating free cash flow®@ ........... 7,475 3,257 4,229 129.5 76.8

(1)  Operating income before depreciation and amortization and before amortization of actuarial adjustments in France

Telecom’s early retirement plan.

(2)  Operating free cash flow represents operating income before depreciation and amortization less tangible and intangible
investments (excluding acquisitions of licenses).

On a historical basis, France Telecom’s revenues increased 8.4%, mainly due to growth in the
wireless, international operations and Internet sectors despite a decrease in the fixed line sector in
France. Revenues from international operations, which have more than doubled over the past two years,
reached 41.2% of consolidated revenues in 2002, compared to 35.8% in 2001.

Operating income before depreciation and amortization increased by 21.1% between 2001 and 2002
mainly due to the consolidation of the TP Group (the Polish operator TP SA and its subsidiaries) and a
strong increase in operating income before depreciation and amortization in the growth sectors (wireless,
Internet and international), partially offset by a decrease in fixed line services in France. Operating
income increased by almost 31%. Over the same period, operating free cash flow increased by 76.8% as a
result of the increase in operating income before depreciation and amortization and the significant
decrease in tangible and intangible investments (excluding acquisition of licenses) which fell from €8,091
million in 2001 to €7,441 million in 2002, principally as a result of the decreases in the Orange segment.

In order to provide a basis of comparison with the results as of December 31, 2002, results for fiscal
2001 at constant exchange rates are set forth below. In the results presented on a comparable basis, the
actual results for fiscal 2002 are presented while the fiscal 2001 results have been adjusted as if the events
that occurred in fiscal 2002 had occurred at the same date in fiscal 2001, after eliminating the exchange
rate effects by using the average 2002 exchange rate as used in the 2002 income statement.

In previous years, the presentation on a comparable basis included changes in the scope of
consolidation and therefore included historical exchange rates and not constant exchange rates. France
Telecom believes that the exchange rate in those years had less impact than in 2002, when the changes in
the exchange rate for the zloty coincided with the consolidation of the TP Group as well as more
significant changes in exchange rates for other currencies, in particular for the British pound sterling.
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This permits a more meaningful economic comparison by restating the results for 2001 as France
Telecom was configured in 2002. The adjustments consist principally of the events set forth in the table

below.

2001 historical data . ..
Consolidation Date
TP Group (TP SA and
subsidiaries)
Equant: new scope of
consolidation . .......
Digita ................
QDQ Media ...........
eresMas ..............
Internet Telecom ......
Freeserve .............
Withdrawal from
Consolidation
TE.SA.M: cessation of
business ............
Telecom Argentina: use
of equity
accounting ..........
FTML Lebanon: transfer
of ownership of
network to the
Lebanese
government.........
Telelistas .............
Compagnie Nouvelle de
Traitement des
Paiements: use of
equity accounting . . ..
Sale of Real Estate
Impact on depreciation
expense of real estate
assets ..........o....
Impact on rental
charges
Impact on other entities
not affected by
changes in the scope
of consolidation and
other non-material
changes ............
2001 data presented
on a comparable
basis at 2002
exchangerate.......
— Impact of exchange
rate ...l

Impact on operating

income before Impact on
depreciation and operating income
amortization 2001 0n a
2001 0na comparable
2001 0on a Date event comparable basis/ basis/2001
comparable basis occurred Revenues 2001 historical®™ historical®
(€millions)

43,026 12,320 5,200
April 1, 2001 April 1, 2002 3,338 1,163 441
January 1, 2001 July 1, 2001 992 150 1
January 1, 2001 July 1, 2001 19 8 2
January 1, 2001 April 1, 2001 8 9) 9)
November 1, 2001 November 1, 2002 15 (5) (13)
January 1, 2001 January 1, 2002 13 (5) (5)
January 1, 2001 March 1, 2001 18 (10) (12)
January 1, 2001 July 1, 2001 (1) 13 18
January 1, 2001 December 21, 2001 (1,768) (660) (197)
August 31, 2001 August 31, 2002 (134) (65) (44)
January 1, 2001 January 1, 2002 (21) 2) 2)
January 1, 2001 July 1, 2001 (8) (2) (2
January 1, 2001 December 31, 2001 0 — 120
March 15, 2001 March 15, 2002 0 (199) (199)
(192) (62) (47
45,305 12,635 5,252
(646) (172) (52)

(1) Impact on France Telecom’s 2001 operating income before depreciation and amortization (after eliminations) presented on a

comparable basis.

(2) Impact on France Telecom’s 2001 operating results (after eliminations) presented on a comparable basis.
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On a comparable basis, revenue increased 2.9% at December 31, 2002, operating income before
depreciation and amortization increased 18.1% and operating income increased 29.6%, emphasizing the
growth in France Telecom’s operational profitability. This growth is mainly due to the increases in the
wireless, Internet, and international services, despite the decrease in the fixed line business in France.
The effect of the change in exchange rates on the calculation of 2001 figures presented on a comparable
basis with the 2002 exchange rate amounts to a reduction of €646 million in revenues, €172 million in
operating income before depreciation and amortization, and €52 million in operating income. In addition,
by better focusing on the growth sectors and by continuing its management improvements, France
Telecom’s operating income before depreciation and amortization to revenues ratio increased from
27.9% presented on a comparable basis at December 31, 2001 to 32.0% at December 31, 2002. The
operating free cash flow increased by 129.5%.

The financial information presented in this Item 5 is presented as follows:

information on segments which are presented in the following paragraphs are given before
elimination of inter-segment operations, unless indicated otherwise; and

all figures presented on a comparable basis are calculated with a constant exchange rate,
unless indicated otherwise.

Net income (loss) amounted to a loss of €20,736 million in 2002 compared to a loss of €8,280 million

in 2001.

Provisions and exceptional write-downs at December 31, 2002 had an impact of €18,661 million on
consolidated net loss and mainly concern:

MobilCom for €7,290 million;

NTL for €1,641 million;

Wind for €1,404 million;

an exceptional depreciation of Equant’s goodwill amounting to €4,300 million;
Orange restructuring costs amounting to €423 million;

a provision of €571 million relating to the obligation to repurchase shares of TP SA held by
Kulczyk Holding;

the depreciation of assets in the lvory Coast (Cl Telecom and C6te d’lvoire) representing €244
million;

goodwill depreciation at Orange Communications SA of €872 million;
goodwill depreciation at JTC (Jordan) of €115 million; and

a €1,800 million provision recorded against the amount of deferred taxes at December 31, 2002
relative to the consolidated tax regime France Telecom SA.

Interest expense (net) amounted to €4,041 million in 2002 compared to €3,847 million in 2001.
Foreign exchange fluctuations had a positive impact in 2002 of €136 million compared to a negative
impact of €337 million in 2001.
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Other non-operating income/(expense) in 2002 amounted to an expense of €886 million before
provisions and exceptional write-downs compared to income of €3,476 million in 2001. This item includes
the capital gains or losses on sales of investment securities which amounted to €941 million in 2002
compared to €2,576 million in 2001.

After taking into account the provisions and exceptional write-downs, the other non-operating
income/(expense), net amounted to an expense of €12,849 million in 2002 compared to an expense of
€5,904 million in 2001 (particularly as a result of provisions for and exceptional depreciation of MobilCom,
NTL, the Equant CVRs and Telecom Argentina).

Equity in net income/(loss) of affiliates represented a loss of €367 million for the year ended
December 31, 2002 against a loss of € 890 million the previous year.

Income taxes in 2002 amounted to an expense of €699 million before provisions and exceptional
items compared to €1,434 million in 2001. After taking into account provisions and exceptional items,
income taxes amounted to an expense of €2,499 million in 2002 compared to a benefit of €2,932 million in
2001.

The net debt of France Telecom at December 31, 2002 was €68,019 million compared to
€69,696 million at June 30, 2002 and €63,423 million at December 31, 2001. This net debt also includes
€11,192 million in convertible or exchangeable bonds ( €10,750 million at December 31, 2001).

5.2.1 Orange

Representing 44.4 million clients in its majority-owned subsidiaries at December 31, 2002, this
segment combined most of France Telecom’s wireless activities under its subsidiary Orange SA.

Orange SA’s wholly-owned or majority-owned subsidiaries include, in particular, Mobistar (Belgium),
Dutchtone (The Netherlands), OCH (Switzerland), Orange Romania (Romania), Orange A/S (Denmark),
Orange Slovensko (Slovakia), as well as Orange Céte d’lvoire (lvory Coast), Orange Cameroun, Société
Malgache de Mobiles and Orange Dominicana in the Dominican Republic. The subsidiaries of Orange SA
also include TA Orange (Thailand) since March 27, 2002. In addition, France Telecom transferred its
71.25% interest in MobiNil to Orange on July 1, 2002. This transfer was paid for in cash for a total price of
€ 324 million.

Orange SA’s minority shareholdings include, in particular, Wind (ltaly), Optimus (Portugal) and
Connect Austria (Austria). France Telecom also holds 28.3% of MobilCom. See “Item 5. Operating and
Financial Review and Prospects — 5.6.7 Net Income — Exceptional provisions and exceptional
amortization.”

Orange has attained a strong competitive position, especially in its two principal markets, France and
the United Kingdom. In France, Orange France is the leading wireless communications provider based on
number of users with a market share of approximately 49.8% in 2002, compared to 48.2% in 2001 and
approximately 19.2 million registered customers (including French Overseas Departments) at December 31,
2002 compared to 17.8 million at December 31, 2001. In the United Kingdom, Orange’s network operator is
the leading operator in terms of market share. Orange UK, maintained its position as a leader with a market
share of active clients estimated at approximately 27% at December 31, 2002 compared to approximately
28% in 2001, representing approximately 13.3 million active customers at December 31, 2002 and 12.4
million at December 31, 2001. Orange’s controlled subsidiaries outside of France and the United Kingdom
had approximately 11.8 million customers at December 31, 2002.
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In order to remain one of the leading operators able to offer a broad range of services at an
international level, Orange has participated in several UMTS license award procedures in Europe. The
table below lists the acquired UMTS licenses at December 31, 2002.

Cost of the license

France Telecom'’s at the date Period
Country® Company Interest of acquisition Awarded (years)
(in %)@ (€ billions)
The Netherlands ........ Dutchtone 86.3% 0.44 July 2000 15
UK. o Orange Personal 86.3 6.60 September 2000 20
Communications
Services
taly ..........oooin Wind® 229 2.43 October 2000 15
Austria ................ Connect Austria 15.1 0.12 November 2000 20
Switzerland ............ Orange 86.3 0.04 December 2000 15
Communications
Portugal ............... Optimus 174 0.10 December 2000 15
Belgium ............... Mobistar 43.8 0.15 March 2001 20
France ................ Orange France 86.3 0.62 plus 1% of August 2001 20
annual receipts
from UMTS
Denmark .............. Orange A/S 58.0 0.10 September 2001 20
Luxembourg ........... Orange Luxemburg 86.3 0.2% of annual June 2002 15
SA UMTS revenues
Slovakia ............... Orange Slovensko 55.1 0.04 plus 0.08% of June 2002 20
annual UMTS
revenues

(1) Orange SA holds a 28.3% shareholding in MobilCom which has obtained a UMTS license in Germany for €8.37 billion, which
has been entirely depreciated. Orange SA also holds a 100% shareholding in Orange Sverige which has obtained a UMTS
license in Sweden for a nominal price, which has been entirely depreciated.

(2)  Direct or indirect holding including the dilution following the listing of Orange SA.
3) Orange signed an agreement on March 20, 2003 relating to the sale of its interest in Wind to Enel.

Orange does not expect to tender for new UMTS licences involving significant costs.

The high cost of UMTS licenses and investments as well as necessary expenses for the success of
this technology could impact France Telecom’s activity, financial situation and operating profits. The
information relating to the risks regarding UMTS licenses are discussed in more detail in “Item 3. Key
Information — 3.3.1 Risk Factors Relating to France Telecom’s Business — The high cost of UMTS
licenses, and investments and expenses necessary for the success of this technology, could adversely
affect the business, financial condition and results of operations of France Telecom.”

The Orange segment had revenues of €17,085 million in 2002, an increase of 12.2% compared to
revenues presented on a comparable basis of €15,227 million in 2001. The revenues on a historical basis
were €15,087 million in 2001 compared to €9,025 million in 2000. Operating income before depreciation
and amortization in 2002 amounted to €5,146 million, representing an increase of 52.6%, compared to
€3,371 million in 2001 on a comparable basis. Operating income before depreciation and amortization in
2001 was €3,288 million on a historical basis compared to €1,668 million in 2000. The tangible and
intangible investments for the year 2002 amounted to €3,370 million compared to €4,303 million on a
comparable basis for 2001, including €88 million earmarked for the acquisition of UMTS and GSM licences
(€873 million on a comparable basis for 2001). Operating free cash flow increased, growing from negative
€59 million on a comparable basis in 2001 to €1,865 million in 2002.

5.2.2 Wanadoo

Wanadoo combines France Telecom’s Internet and directories activities, targeting both the
consumer market and the business market. Wanadoo is Europe’s second largest Internet access provider
with over 8.5 million active subscribers at December 31, 2002, and the third largest European directories
group with revenues of approximately €880 million at December 31, 2002. Present in all components of
the Internet market, Wanadoo offers access options (dial-up, ADSL and cable Internet access), portals, site
hosting, directories, e-commerce and pay services.
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During 2002, Wanadoo acquired eresMas in Spain and MyWeb in The Netherlands, which
strengthened the development of its European Internet access provider and portals activities.

These acquisitions were carried out under the following terms:

®  Acquisition of eresMas (see Note 3 in the Notes to the Consolidated Financial Statements):
Auna contributed 100% of the eresMas share capital to Wanadoo for €255 million. To finance
this acquisition, Wanadoo issued 53,622,000 shares, generating a diluted profit of €35 million.
Goodwill from the acquisition amounted to €283 million and is amortized over a 20 year period
starting November 1, 2002, resulting in approximately €3 million in goodwill amortization in
2002. The impact that the change in the scope of consolidation had on Wanadoo’s net debt
amounted to €42 million.

®  Acquisition of MyWeb: The cost of the acquisition amounted to €4 million, and goodwill
amounted to €6 million (the net amount acquired was negative). The impact on the balance
sheet was not significant.

Wanadoo’s activities include the following:

®  Access: Wanadoo is the second largest Internet access provider in Europe with approximately
8.535 million customers at the end of December 2002 compared to 6.067 million in 2001 (on a
historical basis). Wanadoo is the leader in France and the United Kingdom and the joint leader
in Spain, with 3.9 million, 2.6 million and 1.5 million active customers, respectively, at
December 31, 2002 (compared to 3.0 million, 2.2 million and 0.4 million, respectively, at
December 31, 2001 on a historical basis). It also offers access services in The Netherlands,
Belgium (sold by Wanadoo on February 6, 2003) and Morocco, with 574,000 active customers.

o Portals: Wanadoo also offers a network of portals and Internet sites with large audiences in
Europe, which generated 1.7 billion pages viewed and 15.2 million unique visitors in December
2002 (source: Nielsen). Wanadoo’s portals and Internet sites reached approximately 67.2% of
the Internet audience in France, over 26.7% in the United Kingdom, almost 44.4% in Spain,
and 25.4% in The Netherlands (source: Nielsen Home). Outside France, this network includes
Freeserve in the United Kingdom, the Wanadoo home portal for customers in Spain (including
eresMas), and also extends to The Netherlands, Belgium (sold by Wanadoo on February 6,
2003) and Morocco, with the latter three deploying a similar model, based on local content.

. E-commerce: Alapage recorded over a million orders in 2002, including approximately 227,700
for December 2002 alone (approximately 202,000 in December 2001).

° Directories: Wanadoo publishes and handles advertising for telephone directories (Pages Jaunes
and L’Annuaire) as well as specialized directories in France (Pages Pro) and internationally,
particularly in Spain (directories sold under the QDQ brand). Wanadoo offers a complete range
of printed and online advertising. At December 31, 2002, it had contracts with approximately
638,000 advertising clients in Europe, including 555,800 in France and approximately 83,000 in
Spain. More than 238,000 of its advertising clients advertise on the Internet, 230,600 of these
in France and 7,400 in Spain. Pages Jaunes is the leading Internet site for local advertising in
terms of audience. In France, Pages Jaunes is the leading Internet site in terms of publicity-
generated revenue, and is the leading online directory in Europe in terms of audience.

Revenues from the “Wanadoo” segment grew 30.5% in 2002 to €2,075 million compared to the 2001
revenues presented on a comparable basis of €1,589 million. Revenues on a historical basis amounted to
€1,563 million in 2001 compared to €1,111 million in 2000. Operating income before depreciation and
amortization amounted to €90 million in 2002 compared to negative €60 million on a comparable basis in
2001. Operating loss before depreciation and amortization on a historical basis was €64 million in 2001
compared to a loss of €66 million in 2000. Tangible and intangible investments for the year 2002 stood at
€108 million compared to
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€110 million on a comparable basis in 2001. The operating free cash flow significantly increased from
negative €169 million on a comparable basis for 2001 to negative €18 million in 2002.

5.2.3 Fixed line, voice and data services — France

This segment combines France Telecom’s fixed line services in France, including fixed line
telephony, data transmission services for business customers, television broadcasting, cable television
and equipment sales and calling.

France Telecom’s fixed line telephony activities are progressively being opened to competition:
long-distance calls was opened to competition on January 1, 1998, while the local market was opened on
January 1, 2002. (See “Item 4. Information on France Telecom — 4.3.3 Fixed line, voice and data services
in France — Fixed line telephony.”)

Affected at the beginning of 2002 by the impact of the automatic transfer to France Telecom’s
competitors of the local traffic of customers who had preselected their operators, France Telecom’s share
of the local traffic market experienced much less erosion in the second half of the year. France Telecom
estimates that its share of the local calling market stood at 80.9% in December 2002, compared to 82.7%
in June 2002 and 96.8% in December 2001.

Furthermore, France Telecom’s share of the long-distance (domestic and international) market
stabilized in 2002 at its 2001 levels; France Telecom estimates that this was at 64.3% in December 2002,
compared to 64.6% in December 2001.

At the same time, the unbundling of the local loop was implemented. (See “Item 4. Information on
France Telecom — 4.15.2 French Regulation — Unbundling of the local loop.”) At February 1, 2003, there
were 10,440 unbundled lines, including 9,027 partially unbundled lines and 1,413 fully unbundled lines.
Partial unbundling allows third-party operators to market ADSL plans.

Revenues from “Fixed line, voice and data services — France” decreased 2.9% to €22,379 million in
2002, compared to 2001 revenues presented on a comparable basis of €23,045. Revenues on a historical
basis amounted to €23,231 million in 2001 compared to €20,793 million in 2000. Operating income before
depreciation and amortization amounted to €7,387 million compared to €7,684 million on a comparable
basis in 2001. Historical operating income before depreciation and amortization amounted to €7,902
million in 2001, against €8,142 million in 2000. Tangible and intangible investments for the year 2002
stood at €2,101 million compared to €2,732 million on a comparable basis in 2001. Operating free cash
flow increased slightly from €4,952 million on a comparable basis in 2001 to €5,287 million in 2002.

5.2.4 Fixed line, voice and data services — Outside France

This segment includes the following activities:

° TP Group : including TP SA, the Polish telecommunications operator, and its subsidiaries, in
particular PTK Centertel for wireless business, since April 1, 2002. The consortium formed by
France Telecom and Kulczyk Holding holds 47.5% of TP SA, of which 33.93% is held by France
Telecom. TP Group contributed revenues of €3,471 million in 2002 and operating income
before depreciation and amortization of €1,453 million. Tangible and intangible investments
for the year 2002 amounted to €1,045 million.

° Equant is in the field of worldwide data transmission services for businesses. Following the
acquisition of Global One in early 2000, France Telecom completed the acquisition of Equant
in June 2001, and then merged the two companies to create Equant, a world leader in business
data and IP services. At December 31, 2002, France Telecom held 54.2% of this new Equant
group. Equant contributed revenues of €3,156 million in 2002 and operating income before
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depreciation and amortization of €200 million. Tangible and intangible investments in 2002
amounted to €392 million.

° The activities of the other subsidiaries in the rest of the world, which are involved mainly in
fixed line telephony outside France, cable television outside France, as well as the France
Telecom wireless businesses not yet contributed to Orange SA.

The “Fixed line, voice and data services — Outside France” segment had revenues of €9,806 million
in 2002, an increase of 2.2% compared to €9,593 million of revenues on a comparable basis in 2001.
Revenues on a historical basis amounted to €7,382 million in 2001 and €5,936 million in 2000. Operating
income before depreciation and amortization amounted to €2,312 million in 2002, an increase of 43.5%,
compared to €1,611 million on a comparable basis in 2001. Operating income before depreciation and
amortization on a historical basis was €1,165 million in 2001 and €1,044 million in 2000. Tangible and
intangible investments for the year 2002 amounted to €2,085 million, compared to €3,105 million on a
comparable basis in 2001. Operating free cash flow increased from negative €1,494 on a comparable basis
in 2001 and turned into a positive €273 million in 2002.

5.3 Business trends

The composition of France Telecom’s revenues has evolved since 1996, as its activities have
centered less and less around fixed line telephony in France, which was historically its main revenue
source (fixed line telephony comprised 67% of France Telecom’s revenues in 1996, compared to 29% in
2002) and have become increasingly concentrated on wireless, Internet, and international activities.

France Telecom expects that this change in its revenue structure will continue, and that the
contribution of these activities to its revenues will continue to grow. Wireless and Internet services
present different characteristics in terms of operating margins, profitability and cash flow. Evolution of
the revenues from fixed line telephony in France is, among other things, affected by the increase in the
use of wireless services and by the opening of the market to increased competition in the fixed line
telephony sector.

Operating income before depreciation and amortization totaled €14.9 billion for the year 2002
compared to €12.3 billion for the year 2001 (an increase of 21%) and compared to €10.8 billion for the
year 2000 (an increase of 14% in 2001 compared to 2000). The ratio of operating income before
depreciation and amortization to revenue was 32.0% in 2002, compared to 28.6% (historical) and 27.9%
(on a comparable basis) in 2001. Over the same period, operating free cash flow rose to 76.8% due to the
increase in operating income before depreciation and amortization and the significant decrease of
intangible and tangible investments (excluding acquisition of licenses) from €8,091 million in 2001 to
€7,441 million in 2002.

For information on the risks related to the changes in France Telecom’s profit margins due to the
trends in its activities, see “Item 3. Key Information — 3.3.2 Risk Factors Relating to the
Telecommunications and Wireless Industries”.

For information regarding risks related to France Telecom’s level of indebtedness, see “Item 3. Key
Information — 3.3.1 Risk Factors Relating to France Telecom’s Business — France Telecom has
substantially increased its outstanding debt to finance acquisitions and investments. If it is unable to
reduce its indebtedness, France Telecom may face liquidity shortfalls.

5.4 Critical Accounting Policies and Estimates

France Telecom’s discussion and analysis of its financial condition and results of operations are
based upon France Telecom’s consolidated financial statements, which have been prepared in accordance
with accounting principles generally accepted in France. France Telecom’s reported financial condition
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and results of operations are sensitive to accounting methods, assumptions, estimates and judgments
that underlie the preparation of its financial statements. France Telecom bases its estimates on its
experience and on various other assumptions deemed reasonable, the results of which form the basis for
making judgments about the carrying values of its assets and liabilities. Due to different assumptions and
situations, the actual results may differ significantly from these estimates.

The selection and application of the accounting policies by France Telecom, the judgments and
other uncertainties affecting application of those policies and the sensitivity of reported results to
changes in conditions and assumptions of management are factors to be considered when reviewing
France Telecom’s Consolidated Financial Statements.

Critical accounting policies under French GAAP

France Telecom’s management believes the critical accounting policies described below involve the
most significant judgments and estimates used in the preparation of its consolidated financial statements
under French GAAP. For a discussion of certain critical accounting policies under US GAAP, see “5.16
Critical accounting policies under US GAAP”.

Accounting for long-lived assets

Property, plant and equipment and intangible assets other than goodwill are recorded at their
acquisition cost. When such assets are acquired in a business combination, purchase accounting requires
judgment in determining the estimated fair value of the assets at the date of the acquisition and their
useful lives over which the costs of acquiring these assets are charged to the income statement.

Other intangible assets and plant, property and equipment are depreciated when, due to events and
circumstances arising in the period. The determination of such impairments involves the use of
estimates, which include but are not limited to the cause, the timing and the amount of the impairment.
Among impairment indicators, France Telecom typically considers obsolescence, physical damage,
significant changes in their usage, performance below forecast, decreasing revenues and other external
indicators. When impairment is deemed necessary in the light of those indicators, the recoverable value
of the assets is estimated by France Telecom’s management. The recoverable value is the higher of the
realizable value and the value in use. Impairment tests are performed by group of assets by comparing
the recoverable value and the carrying value (when a depreciation charge appears necessary, the amount
recorded is equal to the difference between the carrying value and the recoverable value).

For assets destined to be kept and used, the recoverable value is most often determined on the basis
of the value in use, representing the value of expected future economic advantages from its use and
disposal. It is assessed notably by reference to discounted future cash flows determined using economic
assumptions and forecast operating conditions used by the management of France Telecom or by
reference to the cost of replacement taking into account asset ageing or cost of technology. For assets
destined to be divested, the recoverable value is determined on the basis of the realizable value, and this
is assessed on the basis of market value.

Goodwill

The determination of goodwill is dependent on the allocation of the purchase price to the tangible
and intangible assets acquired and the liabilities assumed. Such an allocation is based on management’s
judgment. The useful lives assigned to different goodwill are estimates based on management’s
assumptions and defined objectives at the time of the acquisition. As of December 31, 2002, the net book
value of goodwill amounted to approximately €27.7 billion.
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The recoverable value of goodwill is subject to review annually and when events or circumstances
occur indicating that an impairment may exist. Such events or circumstances include significant adverse
changes, other than temporary, in the business environment, or in assumptions or expectations
considered at the time of the acquisition.

The degree of analysis with which France Telecom assesses the recoverable value of goodwill
relating to its principal sub-groups is as follows:

° the recoverable value of Orange is assessed at the level of the segment resulting from the
regrouping of the acquired mobile activities of Orange plc and those held previously by France
Telecom;

° the recoverable value of Equant is assessed at the level of its sub group in which the previously
held activities in Global One have been integrated;

° the recoverable value of Wanadoo is assessed at the level of each of its two activities : Internet
activities (present notably in France, England and Spain) and directory activities (present
notably in France and Spain);

° the recoverable value of TP Group is assessed at the level of its sub group.

France Telecom estimates that this level of analysis reflects:

° the business and market characteristics similar in each of the entities under review
(technology, trademark, customers, marketing),

° the sharing by these entities of common resources (tools, R&D, management, financing),

° the strategic premiums accepted by France Telecom to acquire these activities in order to
regroup them with those held previously within coherent sub groups benefiting from
increased development potential.

For the other consolidated companies, including equity accounted companies, the recoverable value
is assessed on an individual basis.

The necessity to record impairment is assessed by comparison of the consolidated carrying value of
the activity with its recoverable value. The recoverable value is the higher of the realizable value and the
value in use.

The realizable value is determined as the best estimate of the sales value net of costs of exiting the
activity within a transaction at normal market conditions. This estimate is valued on the basis of available
market information taking into account particular circumstances.

Given the short term volatility of stock market valuations and the strategic nature of its
investments, France Telecom gives preferences to the discounted cash flow method when assessing value
in use. These are determined using economic assumptions and forecast operating conditions used by the
management of France Telecom, as follows:

° the cash flows are those of business plans issued from a process of strategic planning, over an
appropriate timeframe between 5 and 10 years,

° beyond this timeframe, cash flows are extrapolated by applying a perpetual rate of growth
specific to each activity,

° the discounting of these flows is performed using rates deemed appropriate by management
to the nature of these activities.

Where a disposal has been decided, the recoverable value is determined with reference to the
realizable value.
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These estimates, as well as the use of certain valuation methods, are the basis for the evaluation of
the value in use of goodwill and therefore the amount of any impairment.

Investment securities

France Telecom holds minority interests in companies having operations or technology in areas
within its strategic focus. Those investments include listed securities with highly volatile share prices and
non-listed securities for which fair value is difficult to estimate. At December 31, 2002, the net book value
of investment securities and related receivables amounted to €1.4 billion. France Telecom’s management
records an impairment charge on any such investment when the carrying value is higher than the value
in use. The determination of the value in use by France Telecom’s management is based on several
criteria such as market price, future development of the investment, profitability outlook, net equity and
specific items for each investment. The mix of these criteria might change, depending of France
Telecom’s management view of each investment’s strategic interest and given the consequences of stock
market changes. Future adverse changes in market conditions or poor operating results of underlying
investments could result in losses or an inability to recover the carrying value of the investments, thereby
possibly requiring an impairment charge in the future.

Deferred taxes

As of December 31, 2002, France Telecom recorded deferred tax assets amounting to approximately
€3.9 billion net of valuation allowances and deferred tax liabilities. This balance consists primarily of
temporary differences between the carrying amounts of assets and liabilities for financial reporting
purposes and the amounts used for tax purposes and loss carry-forwards losses mainly related to France
Telecom SA, the parent company. The realization of deferred tax assets is reviewed by France Telecom'’s
management using each entity’s tax results forecast based on budgets and strategic plans. Valuation
allowances are recorded in respect of deferred tax assets to the extent that the recovery of the related
taxes is not considered probable. If France Telecom’s management were to consider that certain deferred
tax assets for which allowances had been made were to be realized, a previously recorded valuation
allowance would be fully or partially reversed.

Accrued liabilities

Provisions are recorded when, at the end of the period, there is an obligation of the group to a third
party which is probable or certain to create an outflow of resources to the third party, without at least
equivalent return expected from the third party. This obligation may be legal, regulatory or contractual in
nature. It may also be derived from the practice of the group or from public commitments having created
a legitimate expectation for such third parties that the group will assume certain responsibilities.

To estimate the expenditure that the group is likely to bear to settle its obligation, France Telecom'’s
management takes into consideration all of the available information at the closing date for its
consolidated financial statements. If no reliable estimate of the amount can be made, no provision is
recorded; information is then presented in the notes to the financial statements.

Contingencies, representing an obligation which is neither probable nor certain at the time of
drawing up the financial statements, or a probable obligation for which the cash outflow is not probable,
are not recorded. Information about them is presented in the notes to the financial statements.

Because of the inherent uncertainties in the foregoing evaluation process, actual losses may be
different from the original estimated amount accrued at closing date.

5.5 Recent Developments
Second tranche of real estate sale

On June 25, 2002, France Telecom reached an agreement regarding the sale of 457 assets for €510
million. On January 31, 2003, the sales deeds were signed for 193 of these assets for €206 million which
was received the same day.
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The agreement provides for the signing of the other sales deeds before May 31, 2003. France
Telecom estimates that the amount coming from these sales will represent at least 90% of the total
amount provided for in the agreement.

Casema

Following the decision by Liberty Media to withdraw from discussions relating to the purchase of
Casema Holding B.V., the third operator of cable television in The Netherlands, after the announcement
by the Dutch competition authorities of their intention to move to a phase 2 examination of the
transaction, France Telecom continued discussions with other potential acquirers, which on January 28,
2003 resulted in the sale of 100% of Casema to a consortium of financial investors composed of Carlyle,
Providence Equity and GMT Communications Partners. The transaction values the company at an
enterprise value of €665 million.

The cash amount paid on this transaction was allocated partly to the repayment of the bank
borrowings which amounted to €163 million with the remainder, €502 million allocated to repayment of
shareholder advances made by France Telecom to Casema.

Recent loans

As part of its €30 billion Euro Medium Term Notes (EMTN) program renewed on October 10, 2002,
France Telecom issued notes in January and February 2003 in an aggregate amount of €6.4 billion (see
Note 14).

On February 6, 2003 France Telecom signed a new three-year €5 billion syndicated credit line. This
new line replaces Tranche A of €5 billion of the syndicated loan of €15 billion of February 2002, which
would otherwise have become due in February 2003, France Telecom having chosen not to take the
option of renewing this tranche. The €10 billion Tranche B of the February 2002 syndicated loan maturing
February 2005 remains in place (see Note 14).

NTL

On January 10, 2003, NTL, the American cable operator in Europe, announced that it had completed
its restructuring plan, pursuant to the voluntary bankruptcy filing under Chapter 11 of the U.S.
bankruptcy laws (See “Item 4. Information on France Telecom — 4.5 Divestitures — Withdrawal from
NTL” and Notes 8 and 10 in the Notes to the Consolidated Financial Statements).

Eutelsat

France Telecom SA concluded on February 4, 2003 with Eurazeo an agreement over the sale of its
investment (23.1%) in Eutelsat to a holding company created for this purpose, and majority controlled by
Eurazeo. This transaction remains subject notably to the approval of the related regulatory authorities. It
does not undermine the commercial contracts sighed with Eutelsat by the France Telecom group and its
subsidiaries in the course of their ordinary activities.

The amount of the transaction values the shareholders’ equity of Eutelsat at €1.93 billion and France
Telecom SA’s share (23.1%) at €447 million. France Telecom will reinvest approximately €70 million in the
holding company, to hold 20%. Given the reinvestment of France Telecom in the holding company, the
net cash to be received by France Telecom from this transaction will amount to approximately €370
million.

The closing date of this transaction is planned for the second quarter of 2003.
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European Commission Inquiry

On January 30, 2003, the European Commission opened an inquiry into possible State aid in favor of
France Telecom. The formal investigation procedure mainly relates to the financial measures announced
by the French State on December 4, 2002. See “Item 7. Major Shareholders and Related Party
Transactions — 7.4 Related Party Transactions — Relationship with ERAP”. On that date, the French
State announced that it would participate, along with private investors, in France Telecom’s capital
increase and that it was prepared to anticipate its participation in the capital increase through a
shareholder’s loan.

The inquiry also covers the special tax regime resulting from France Telecom’s historical legal status
since 1991. The European Commission has not ruled out that the various measures examined gave France
Telecom an advantage that constitutes State aid.

France Telecom believes that the participation of the French State as a majority shareholder in the
company’s action plan is consistent with that of an informed private market investor and does not
include any State aid. With respect to the French business tax (“taxe professionelle”), until last year, France
Telecom was historically subject to a special business tax regime. Pursuant to the financing law of 2003,
the special business tax regime was abolished.

The opening of an investigative procedure does not prejudice the final decision of the European
Commission regarding the nature of the State’s participation in the Ambition FT 2005 plan launched by
the new management of France Telecom and on the tax regime to which France Telecom was subject
until 2002.

For information on risks related to the European Commission investigation, see “Item 3. Key
Information — 3.3.1 Risks Relating to France Telecom’s Business — Investigation by the European
Commission regarding potential state aid in favor of France Telecom.”

General Shareholders’ Meeting of February 25, 2003

During the general shareholders’ meeting of February 25, 2003, the shareholders authorized the
board of directors to issue perpetual bonds redeemable into shares (TDIRAs) of France Telecom, reserved
to the banks and equipment suppliers of MobilCom (See Note 18.1 in the Notes to the Consolidated
Financial Statements):

- For a maximum nominal amount of €4,844,837,080.00 for the issue reserved to the members of
the banking syndicate

- For a maximum nominal amount of €1,255,505,360.00 for the issue reserved to the two
equipment suppliers.

Each bond will be reimbursable in a number of shares to be issued by France Telecom such that the
amount for France Telecom will be equal to €47 per share for €4 nominal amount of the bonds (subject to
the anti-dilution adjustments necessary to preserve the rights of the shareholders according to law).

During the same general shareholders’ meeting, the shareholders notably also gave the board of
directors the authorization for a duration of twenty-six months to issue, in an issue reserved to existing
shareholders or otherwise, ordinary shares or financial instruments giving access to such shares, for a
maximum nominal share capital increase of €30 billion (see Note 21 in the Notes to the Consolidated
Financial Statements).

Cancellation of own shares

Given the legal obligation to maintain the State’s share in the capital of France Telecom above 50%
on a fully diluted basis, the Board of Directors of February 25, 2003 decided to cancel 3 million own shares
held prior to the issuance of the TDIRA authorized by the shareholders’ meeting of February 25, 2003. For
more information on the general effect of this cancellation and the legal formalities for publication, see
“Item 9. The Offer and Listing — 9.4 Purchase by France Telecom of its Own Shares”.
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Issue of perpetual bonds redeemable into shares (TDIRA)

On March 3, 2003 France Telecom issued perpetual bonds redeemable into shares (“TDIRA”) for
€6,072,940,500 of which €4,820,931,000 for the banking syndicate and €1,252,009,500 for Nokia and
Ericsson, in accordance with the MC Settlement (see Note 18.1 and Note 30 in the Notes to the
Consolidated Financial Statements).

These TDIRA bear interest at an initial rate of 7% for the first 7 years and Euribor plus 3%
thereafter. These two rates may be reduced to 6.5% and 3 month Euribor plus 2.5%, respectively, if,
among other conditions, the rating of France Telecom is improved by two notches compared to its
current rating. France Telecom may defer payment of a coupon as long as a general shareholders’
meeting has not voted in favor of a distribution of dividends or the board of directors has not distributed
an interim dividend during the 12 months prior to coupon payment date. These deferred interest
amounts will bear interest at 12 month Euribor until they are paid. Such deferred interest must be fully
paid, with interest, at the date of payment of the coupon following any decision to distribute dividends or
interim dividends or to repurchase shares.

This interest will be recorded each year in the statement of Income. The accrued and/or capitalized
interest with deferred payment will be presented as a liability outside the caption “non refundable funds
and assimilated”.

The board of directors of France Telecom has not proposed the payment of any dividends for 2002.

The TDIRA are reimbursable in new shares of France Telecom for parity of 300 shares per TDIRA of
€14,100 nominal. This rate will be adjusted to preserve the rights of holders, in accordance with the law.
Moreover, for the first seven years the rate of reimbursement of TDIRA allocated to the banking syndicate
will be adjusted to neutralize distributions of dividends, if such distributions have not already been
adjusted.

The TDIRA have been listed on the Premier marché (international section) of Euronext and an
offering document registered with the Commission des Opérations de Bourse was issued on February 24,
2003 under visa No. 03-092. The initial subscribers have committed not to sell their TDIRA for a period
which will expire six months following any France Telecom share capital increase open to the public and
in any case at the latest on June 30, 2004.

Wind
France Telecom signed an agreement with Enel on March 20, 2003 relating to the sale of its 26.6%
interest in Wind. This transaction remains contingent upon approval by the regulatory authorities.

The net proceeds of the sale amounts to approximately €1.3 billion, valuing the company at €5 billion.
Price adjustment clauses provide for price increases in the event that Enel sells, before December 31, 2004, all
or part of its Wind shares for a price which would value Wind at higher than €5 billion. The agreement also
provides for the reimbursement of the approximately €0.2 billion shareholder advance that France Telecom
granted to Enel as well as the release of the counter-guarantees that France Telecom granted to Wind to cover
a portion of the guarantees that Enel granted to financial institutions relating to deferred payment of Wind's
UMTS license and annual payments made by Wind for rights of way to Italian railroads. The shareholders’
agreements governing the relationships between Enel, France Telecom and Wind will be terminated in order
to effect the sale. See “5.10.6 Other commitments—Off balance sheet commitments related to investment
securities”. France Telecom has agreed to not re-establish itself on the Italian fixed line, wireless and data
transmission market sectors, with the exception of Internet and directory services, before December 31, 2004.

5.6 Analysis by Segment — 2002 vs. 2001

France Telecom operates in the telecommunications business sector, separating its business into
segments that it has identified on the basis of operational criteria such as growth potential of relevant
markets, France Telecom’s overall investment strategy and potential profitability. France Telecom has
defined its four segments as follows: “Orange”, “Wanadoo”, “Fixed line, voice and data services —

France”, and “Fixed line, voice and data services — Outside France.” France Telecom’s segments may

change in the future as a result of its strategic decisions.
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The information presented below is shown before inter-segment eliminations except when stated
otherwise (See Note 22 in the Notes to the Consolidated Financial Statements).

5.6.1 Orange

The “Orange” segment encompasses France Telecom’s wireless activities in France, the United
Kingdom and the rest of the world, other than some wireless operations not intergrated in this segment
(i.e. Voxtel in Moldova, FTML in Lebanon and PTK Centertel in Poland).

The figures presented on a comparable basis for 2001 set forth in the following table reflect the fact
that the wireless businesses in Egypt (Mobinil, ECMS and MMEA) were transferred on July 1, 2002 from
the “Fixed line, voice and data services — Outside France” segment to the “Orange” segment.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions, except
percentages) (% change)
Network revenues .................. 15,488 N/A 13,434 N/A 15.3
Revenues ........ ... ... . .. 17,085 15,227 15,087 12.2 13.2
Operating income before depreciation
and amortization® . ............... 5,146 3,371 3,288 52.6 56.5
Operating income before depreciation
and amortization/network
FTEUENUES ..ottt ieieiinennnn 33% N/A 24%
Operating income .................. 2,782 1,491 1,440 86.5 93.1
Investments in UMTS/GSM licenses ... 88 873 873 (89.9) (89.9)
Investments in tangible and intangible
assets (other than licensing fees) .... 3,281 3,430 3,356 (4.3) (2.2)
Operating free cash flow@ ........... 1,865 (59) (68) N/S®) N/S®)
Average number of full-time
employees....................... 30,876 30,561 29,970 1.0 3.0

(1) Operating income before amortization and depreciation and before amortization of actuarial adjustments in the early
retirement plan.

(2)  Operating Free Cash Flow: Operating income before depreciation and amortization less tangible and intangible investments,
(excluding acquisitions of licenses).

(3)  Non-significant

Orange revenues increased 13.2% in 2002, on a historical basis. This increase is in line with the
15.3% growth in recurring network revenues which is partially offset by a decline in equipment sales due
to the increasing maturity of the markets in which Orange operates (particularly in the United Kingdom).
The growth of network revenues was essentially due to the increase in the number of customers, which
demonstrates the success of Orange’s integration efforts and the strength of the Orange brand roll-out. At
December 31, 2002, the total Orange customer base increased 13.0%, to 44.4 million customers in its
majority-owned subsidiaries. The use of non-voice services continued to grow and generated revenues of
€1.67 billion in 2002, representing 10.8% of recurrent network revenues. In France, the share of non-voice
services accounted for 8.9% of recurrent network revenues derived from non-voices services, compared to
6.7% in 2001. In the United Kingdom, 14.3% of recurrent network revenues came from non-voice services,
compared to 11.2% in 2001.

Revenues for the “Orange” segment increased 12.2% for the year ended December 31, 2002,
compared to the figures presented on a comparable basis for 2001. Orange’s customer base increased
9.0% on a comparable basis over the year.
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In France, Orange revenues increased 11.3% in 2002 on a comparable basis. This rise reflects the
increase in the number of its registered customers, to 19.2 million at December 31, 2002 (an increase of
approximately 8% compared to 2001 figures presented on a comparable basis), with a growing proportion
of customers under contract (56% of total customers in 2002, as against 53% in 2001). The rate of decline
in average annual revenue per Orange France customer progressively decreased during 2002 to reach
3.8% at the end of 2002.

Orange UK increased its revenues by 12.9% in 2002, compared to 2001 on a comparable basis. This
growth is explained by the rising number of active customers, which reached 13.3 million at December 31,
2002 (an increase of 7.5%), and by the increased use of data services. In addition, this increase reflects
renewed growth in average annual revenue per customer, which was 5.3% higher than on December 31,
2001. Like Orange France, Orange UK has concentrated on improving the quality of the customer mix,
with 529 of the net growth in its customer base due to contract plans.

The other operations, which cover virtually all of Europe, have been growing rapidly, particularly in
Belgium, Switzerland and Slovakia. Overall, revenues for “Orange outside France and the United
Kingdom” grew 15.4% in 2002 compared to 2001 on a comparable basis.

On a historical basis, operating income before depreciation and amortization for the Orange
segment increased 56.5% in 2002, reaching € 5,146 million in 2002 compared to €3,288 million in 2001.
This strong growth reflects increased profitability throughout the segment, with the ratio of operating
income before depreciation and amortization to network revenues increasing from 24% at
December 31, 2001 to 33% at December 31, 2002. The decrease in total acquisition costs and the
distribution of fixed costs over an expanding customer base have allowed Orange to increase its operating
margin.

Operating income before depreciation and amortization for the Orange segment increased 52.6%,
on a comparable basis, reaching €5,146 million in 2002 compared to €3,371 million in 2001 on a
comparable basis.

The increase in operational profitability of Orange is mainly due to the significant decrease in
customer acquisition costs (down by 25.4% in France and by 16.7% in the United Kingdom). This decrease
is partially offset by the increase in retention costs (48.3% in France and 31.8% in the United Kingdom).
Acquisition and retention customer costs are therefore falling as a percentage of Orange France revenues,
down from 16.3% at December 31, 2001 to 12.9% at December 31, 2002 in France and from 19.5% in 2001
to 17.0% in 2002 in the United Kingdom. The increase in the termination rate in France, which increased
from 20.6% to 21.6%, demonstrates the success of the policy of migrating prepaid customers to contracts,
thereby increasing the termination rate for prepaid plans. Moreover, this increase is partially offset by a
falling termination rate for contracts, partly reflecting the benefit of switching to the Orange brand. In
the United Kingdom, the contract churn rate decreased from 18.4% in 2001 to 17.5% in 2002.

Outside of France and the United Kingdom, the growth in operating income before depreciation and
amortization reflected the increasing profitability resulting from the organic growth of subsidiaries,
including, primarily, Dutchtone in The Netherlands, Mobistar in Belgium, and Orange Denmark.

Orange’s investments in tangible and intangible assets, other than UMTS and GSM licenses, fell
slightly to €3,281 million in 2002, compared to €3,430 million in 2001 on a comparable basis, representing
a decrease of 4.3%. Expenditures related to investments in tangible assets fell 2.7% in 2002 to stand at
€3,263 million, compared to €3,353 million in 2001 on a comparable basis.

In France, spending on tangible assets decreased by 1.3% between December 31, 2001 and
December 31, 2002 on a comparable basis. This decrease is due to a slowdown in second-generation
(GSM) spending and relatively insignificant third-generation (UMTS) spending.
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In the United Kingdom, tangible investment spending also fell by 8.6% compared with the figures
for December 31, 2001 on a comparable basis, reflecting a slowdown in second-generation spending, and
lower than anticipated site acquisition and build-out expenditures for third-generation
telecommunications networks.

Tangible investments by Orange outside France and the United Kingdom grew by 2.0% in 2002 on a
comparable basis due to lower expenditures principally in Egypt, Belgium and Romania. Conversely, 2002
was notable for the impact of the deployment of a new network in Sweden. However, Orange has ceased
its investments in Sweden following its announcement in December 2002 of its withdrawal from that
market.

Investments in intangible assets for fiscal year 2001 include, in particular, acquisitions of UMTS
licenses in Belgium for the amount of €151 million, in Denmark for €104 million, and in France for €619
million. At December 31, 2002, Orange’s investments included payments of €53 million for a GSM license
in the lvory Coast, and €35 million for the acquisition of a UMTS license in Slovakia.

Operating free cash flow grew significantly between 2001 and 2002 from negative €59 million on a
comparable basis to €1,865 million. This increase is due to the rise in operating income before
depreciation and amortization, in addition to a decrease in investments in tangible and intangible assets
(excluding acquisitions of licenses).

5.6.2 Wanadoo

The “Wanadoo” segment includes Internet access services, portals, e-commerce sites and
directories.

The selected data presented on a comparable basis for 2001 set forth in the following table include the
activities of Freeserve (United Kingdom) and QDQ Media (Spain) consolidated from March 1, 2001 and April
1, 2001, respectively, and also the effect of the consolidation of eresMas (Spain) on November 1, 2002. They
also include the transfer of Wanadoo Services Pro to the “Fixed line voice and data services — France”
segment on January 1, 2002, as well as the deconsolidation of that Telelistas from January 1, 2002.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (€ millions) (unaudited) (% change)
Revenues ..........oviiiinn i 2,075 1,589 1,563 30.5 32.7
Operating income before depreciation and
amortization® .. ... ... 90 (60) (64) 250.3 240.5
Operatingincome ...........coovvveiiennnn. (6) (156) (153) 96.1 96.1
Investments in tangible and intangible assets ... 108 110 111 1.7 (2.3)
Operating free cash flow®@ ................... (18) (169) (174) 89.5 89.7
Average number of full-time employees ........ 6,761 6,226 6,588 (8.6) (2.6)

(1) Operating income before depreciation and amortization and before amortization of actuarial adjustments in the early
retirement plan.

(2)  Operating Free Cash Flow: Operating income before depreciation and amortization less tangible and intangible investments,
(excluding acquisitions of licenses).

Wanadoo revenues in 2002 increased 32.7%, compared to December 31, 2001 on a historical basis,
due, in part, to changes in the scope of consolidation. This increase was mainly due to a sharp rise in the
“Access services, portals and e-commerce” sub-segment, where revenues increased 67%. In addition,
international activities accounted for 32% of the revenue from the “Access services, portals and e-
commerce” sub-segment in 2002 compared to 26% in 2001.
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Furthermore, the 4% increase in “Directories” revenues was generated by Pages Jaunes and the
effects of including QDQ Media in the consolidation for the year as a whole.

On a comparable basis, revenues increased by 30.5% between December 31, 2001 and December 31,
2002, with a 609% rise in the “Access services, portals and e-commerce” sub-segment and 5% in the
“Directories” sub-segment.

Growth in revenues from the “Access services, portals and e-commerce” sub-segment was mainly
due to an improvement in Internet access services as a result of:

° The number of active customers, which had an annual increase of 41% on a historical basis
(compared with 36% at June 30, 2002) and 23% on a comparable basis at December 31, 2002.

° The favorable trend in the mix between subscription plans, which significantly strengthened
the weighting of paying plans, especially the more remunerative plans such as Wanadoo
Intégrales (low speed access services which include a flat rate for calls) and the high speed
plans, especially ADSL access. These factors encouraged a rise in average revenue per unit
(ARPU).

° The growth in e-commerce, where revenues in 2002 increased by 38% compared to 2001.

At the same time, the increase in “Directories” revenues was due largely to improved revenues at
online directories in France.

Ahead of its business plan, Wanadoo posted operating income before depreciation and amortization
of €90 million in 2002, compared to an operating loss before depreciation and amortization of €64 million
on a historical basis, and €60 million on a comparable basis, in 2001. This increase underlines the
substantial improvement in operating profitability of the “Wanadoo” segment.

On a comparable basis, the “Access services, portals and e-commerce” sub-segment posted an
operating loss before depreciation and amortization but with a significant improvement of nearly 46%
compared to December 2001 (operating loss before depreciation and amortization of €166 million at
December 31, 2002, a loss of €305 million at December 31, 2001). This growth came mainly from a
substantial improvement in the profitability of access activities. The cost of services and products sold
increased 31% between December 31, 2001 and December 31, 2002, while revenue increased by 60%,
thereby reflecting the sensitivity of business to volume, especially in the access area. The latter benefited
from the introduction of improved network rates on low speed plans, partially offset by an increase in
high speed ones, and also from an increase in costs specific to the access provider function that were
lower than the increase in revenue. This improvement in the profitability of the “Access services, portals
and e-commerce” sub-segment is also explained by the containment of sales and marketing expenses in a
context marked by the introduction of high speed plans generating relatively high unit acquisition costs.

The “Directories” sub-segment continued to post highly positive operating income before
depreciation and amortization, with an increase on a comparable basis of over 129% compared to
December 31, 2001, reaching €289 million in 2002. This growth underscored the substantial productivity
gains achieved in the directory business in France. Between December 31, 2001 and December 31, 2002,
the cost of services and products sold decreased by 8.5%, while revenues increased by 5%.

On a comparable basis, investments in tangible and intangible assets in the “ Wanadoo” segment
decreased slightly between 2001 and 2002 (a decrease of 1.7%). The level of investment in the “Access
services and portals” sub-segment increased, especially in capacity, to cope with the growth in the
number of users and the customer base, while in-house production of audio-visual activities was reduced,
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which explains the decrease compared to 2001. In the “Directories” sub-segment, investments remained
stable.

Operating free cash flow showed an appreciable increase from negative €169 million in 2001 on a
comparable basis to negative €18 million in 2002. This increase reflects the strong growth in operating
income before depreciation and amortization as well as the stability of Wanadoo’s tangible and intangible
assets.

5.6.3 Fixed line, voice and data services — France

The “Fixed line, voice and data services — France” segment includes a number of France Telecom’s
historic activities in France, such as fixed line telephony, business networks, broadcasting, cable TV and
equipment sales and leasing. France Telecom sold its interest in TDF on December 13, 2002 (see Note 3 in
the Notes to the Consolidated Financial Statements).

The comparable figures presented on a comparable basis for 2001 set forth in the following table
reflect the transfer of Wanadoo Services Pro from the “Wanadoo” segment to the “Fixed line, voice and
data services — France” segment on January 1, 2002, the consolidation of Internet Telecom from January
1, 2002, the accounting of CNTP (Compagnie Nouvelle de Traitement des Paiements) under the equity
method from July 1, 2001, and the impact of the disposal of real property assets in the segment.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(€ millions) (% change)
REUENUES . .ot eee e i 22,379 23,045 23,231 (2.9) (3.7)
Operating income before depreciation and
amortization® ... .. ... . L 7,387 7,684 7,902 (3.9 (6.5)
Operatingincome ........................ 3,959 4,200 4,247 (5.7) (6.8)
Investments in tangible and intangible
ASSEES o 2,101 2,732 2,718 (23.1) (22.7)
Operating Free Cash Flow® ................ 5,287 4,952 5,184 6.8 2.0
Average number of full-time employees ...... 128,643 133,561 133,752 (3.7 (3.8)

(1) Operating income before depreciation and amortization and before amortization of actuarial adjustments in the early
retirement plan.

(2)  Operating Free Cash Flow: Operating income before depreciation and amortization less tangible and intangible investments,
(excluding acquisitions of licenses).

On a historical basis, revenues from the “Fixed line, voice and data services — France” segment
decreased 3.7% in 2002 compared to 2001.

On a comparable basis, revenue from the “Fixed line, voice and data services —France” segment
decreased by 2.9% at December 31, 2002 compared to 2001.

This decrease in 2002 was partially due to the following:

®  Since January 1, 2002, France Telecom’s share of the local traffic market has been affected by
the automatic transfer to competitors of their preselected local user traffic. However, this
decrease proceeded far less unfavorably in the second half of 2002. France Telecom’s share of
the local traffic market stood at 80.9% in December 2002 compared to 82.7% in June 2002 and
96.8% at the end of December 2001.
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° Services for operators (interconnection between domestic and international operators)
declined appreciably for the year ended December 31, 2002, due largely to decreased prices on
the 2002 interconnection rate schedule and the effect of the deployment of third-party
operator telephone networks.

° There was a downward trend in Minitel revenues and in revenues from low speed Internet
access calls (billed directly by France Telecom).

The impact of these unfavorable trends is partially offset by the following factors:

° The sharp increase in high speed ADSL Internet access revenues (up 109.0% in 2002 excluding
amounts billed to Wanadoo) due to the rapid growth of ADSL connections. The number of
mass-market high speed ADSL access connections in France (including Wanadoo ADSL access)
more than tripled to 1,359,000 at December 31, 2002 compared to 408, 000 one year earlier,
with an acceleration of this increase during the fourth quarter, thus exceeding the target of 1.3
million activated ADSL access connections at the year-end.

° Revenues from the business services sub-segment continued to show steady growth in 2002.
This increase was due to the rapid expansion in network data solutions, including network
management and supervision services for business customers.

In addition, France Telecom’s share of the long distance market (domestic and international) remained
fairly stable, decreasing from 64.6% in December 2001 to 64.3% in December 2002.

Operating income before depreciation and amortization for the “Fixed line, voice and data
services — France” segment decreased 6.5% in 2002 on a historical basis. The charges for the segment
show the effect of the sale of real property assets, notably a significant increase in rental expenses in
2002.

Operating income before depreciation and amortization for the “Fixed line, voice and data
services — France” segment decreased 3.9% in 2002 on a comparable basis, largely due to the decrease in
revenue. Expenses for the segment remained stable overall between 2001 and 2002, due to the following
factors:

° the decrease in wireless call end-point reimbursements and international reimbursements;

° the drop in external charges excluding reimbursements, especially for external usage and
customer advances. This decrease was partially offset by the impact of one-time items posted
at December 31, 2001, including capital gains on the disposal of fixed assets from the sale of
cable networks to Noos. In addition, personnel costs remained stable overall; and

° the increase in inter-company expenses, excluding reimbursements, especially purchases of
wireless handsets and mobicarte recharge cards from Orange, and the sales relationship
linking Transpac to Equant.

Operating expenses reflected, in particular, the increases in productivity achieved in network
activities.

Investments in tangible and intangible assets in the “Fixed line, voice and data services — France”
segment decreased by 23.1% on a comparable basis between the years ended December 31, 2001 and
2002.

On this basis, network investments, which represent more than half (56%) of investments in
tangible and intangible assets in the segment, decreased overall by approximately 34%. Due to the
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streamlining and optimization of networks, the main investment items decreased, with the exception of
ADSL. The most substantial changes occurred in:

the local loop, where investment decreased 21.5% in 2002. This decrease is due to the effects
of network rebuilding in the first half of 2001, following the December 1999 storm;

investments related to the switched telephone network, to other specialized networks and to
the resources common to these networks decreased 46.2%, due to a decline in equipment
prices and the streamlining of investments by targeting high speed infrastructures (ADSL) and
upgrading radio links;

investments in other Internet equipment decreased by almost 32% due to the refocusing of
expenditures on high speed equipment and due to the drop in prices for high speed access
service equipment;

the 14% increase in investments in ADSL between 2001 and 2002 was due to the goal of
covering 80% of the population by 2003 and to more rapid growth in the customer base in
2002 compared to 2001, despite a decrease in equipment prices.

The other items (information technology, real estate, terminals, payphones and investments in
intangible assets) under investments in tangible and intangible assets in the “Fixed line, voice and data
services — France” segment remained stable. This stability reflects the reduction in expenditures on
investments connected with information technology and real estate. Conversely, the non-network-related
investments in tangible assets reflect increased expenditures on terminals due to the upgrading of the
range of leased terminals to encourage the use of new services.

On a comparable basis, operating free cash flow in the “Fixed line, voice and data services —
France” segment increased 6.8% between 2001 and 2002. This increase reflects the strong decline in
investments in tangible and intangible assets, partially offset by the decrease in operating income before
depreciation and amortization.

5.6.4 Fixed line, voice and data services — Outside France

The “Fixed line, voice and data services — Outside France” segment includes France Telecom’s
activities outside of France as an operator of fixed line telephony and data transmission services,
broadcasting and cable TV, and mobile activities not contributed to Orange (Voxtel in Moldavia, FTM in
Lebanon and PTK Centertel in Poland).
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The following table sets forth figures on a comparable basis at December 31, 2001, reflecting the
consolidation of Equant from July 1, 2001, the consolidation of TP Group from April 1, 2002, the
accounting for Telecom Argentina using the equity method from December 21, 2001, the effects of
transferring ownership of the FTM network in Lebanon to the Lebanese government at August 31, 2002,
the cessation of activities by TE.SA.M from July 1, 2001, and the transfer at July 1, 2002 of wireless
activities in Egypt (Mobinil, ECMS and MMEA) from the “Fixed line, voice and data services — Outside
France” segment to the “Orange” segment.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(€ millions) (% change)
Revenues ...........coiiiiiiiiiii.. 9,806 9,593 7,382 2.2 32.8
Operating income before depreciation and
amortization® . ....... .. .. 2,312 1,611 1,165 43.5 98.5
Operatingincome .............ccooevennn.. 209 (180) (250) 216.1 183.7
UMTS/GSM licenses ............ccovvnunnn. 46 — — — —
Tangible and intangible investments (not
including UMTS/GSM licenses) ............ 2,038 3,105 1,906 34.3 7.0
Operating free cash flow®@ .................. 273 (1,494) (7471) 118.3 136.9
Average number of full-time employees . ...... 73,865 79,037 35,874 (6.5) 105.9

(1) Operating income before depreciation and amortization and before amortization of actuarial adjustments in the early
retirement plan.

(2)  Operating free cash flow represents operating income before depreciation and amortization less tangible and intangible
investments (excluding licenses).

On a historical basis, revenue from the “Fixed line, voice and data services — Outside France”
segment increased grew 32.8%, and included several changes in the scope of consolidation, such as:

® full consolidation of the TP Group from April 1, 2002; and

®  the impact of the new Equant unit from July 1, 2001.

This growth is partially offset by the following main factors:

®  Telecom Argentina being accounted for under the equity method from December 21, 2001;

® the transfer of Egyptian wireless telephony activities (Mobinil, ECMS and MMEA) at July 1,
2002; and

®  the deconsolidation of FTM Lebanon following transfer of ownership of its network to the
Lebanese government at August 31, 2002. See “Item 4. Information on France Telecom —
4.14.3 International arbitration”.

On a comparable basis, revenue from the “Fixed line, voice and data services — Outside France”
segment increased by 2.2% in 2002 compared to 2001. 2002 was marked, in particular, by a decline in
Equant revenues. At the same time, the group’s fixed line services, especially Uni2 in Spain, continued to
experience sharp increases in revenue.

On a historical basis, compared to December 31, 2001, operating income before depreciation and
amortization for the “Fixed line, voice and data services — Outside France” segment showed sharp
growth at December 31, 2002, having nearly doubled. This improvement is due to the changes in the
scope of consolidation mentioned above.
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On a comparable basis, operating income before depreciation and amortization increased by 43.5%
between 2001 and 2002. This increase is notably due to an improvement in the profitability of TP Group
and Equant activities. Other subsidiaries in the segment made a positive contribution, especially Uni2.

On an historical basis, the “Fixed line, voice and data services — Outside France” segment
increased its investments in tangible and intangible assets, excluding UMTS licenses, by 7.0% between
December 31, 2001 and December 31, 2002. This increase is mainly due to the inclusion of the TP Group
segment in the scope of consolidation, which was partly offset by the consolidation of Telecom Argentina
by the equity method and the transfer of MobiNil/ECMS to the “Orange” segment.

Consequently, on a comparable basis, the cost of investing in tangible and intangible assets fell by
34.3%, notably due to (i) savings made through synergies developed by the new Equant group, (ii)
continuation with the program of improvements begun in 2001 by TP Group and (iii) reductions in
expenses by other subsidiaries such as Uni2 and Casema.

Investments in intangible assets in the “Fixed line, voice and data services — Outside France”
segment included the acquisition of a GSM license in Mali (Ikatel) for €46 million.

Operating free cash flow in the “Fixed line, voice and data services — Outside France” segment
increased substantially, rising from negative €1,494 million in 2001 on a comparable basis to €273 million
in 2002.

TP Group

TP Group (the Polish telecommunications operator TP SA and its subsidiaries) has been fully
consolidated in France Telecom since April 1, 2002. To permit a comparison between 2001 and 2002, data
presented on a comparable basis were calculated for 2001 assuming consolidation of TP Group from April
1, 2001.

The consolidated revenues of TP Group at December 31, 2002 showed an increase of 4.0% on a
comparable basis, reaching €3,471 million. The decrease in revenues from fixed-line services, representing
approximately 80% of TP Group’s revenues, was more than offset by the very sharp rise in wireless
services of its subsidiary PTK Centertel, which substantially increased its market share between 2001 and
2002 (32.19% in 2002 compared to 27.8% in 2001). Apart from the very rapid growth in wireless, TP Group
has benefited from the sharp growth in the Internet market.

Operating income before depreciation and amortization increased to €1,453 million for 2002,
representing a 24.9% increase compared to the figures presented on a comparable basis for 2001. This
increase is due to the cumulative effect of growth in revenues and savings made following the
introduction of a cutting operating costs program. Savings were made on costs connected with usage and
services, and, in particular, on purchases of equipment and energy. Additionally, the reduction in the
number of employees following the introduction of TP Group’s restructuring plan resulted in a decrease
in personnel costs. Consequently, TP Group has substantially improved its operating profitability, with
the ratio of operating income before depreciation and amortization to revenues increasing from 35% in
2001 to 42% in 2002.

Expenditures for investments in tangible and intangible assets in 2002 decreased 20.5%, compared
to December 31, 2001 on a comparable basis. This reduction reflects the continuation of the
rationalization program introduced in 2001.

Equant

The formation of the new Equant following a consolidation with Global One was completed on
July 1, 2001. To permit a comparison of 2001 with 2002, data presented on a comparable basis were
calculated for 2001, including the consolidation of Equant, on the new basis, from January 1, 2001.
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On a comparable basis, Equant’s revenues fell in 2002 by 2.4% compared with 2001, in a depressed
economic environment, and amounted to €3,156 million. Network services continued to increase and
amounted to nearly 53% of total revenues by the end of 2002. However, revenue nonetheless decreased
due to a drop in sales in the integration services market and, to a lesser extent, to a drop in revenues from
SITA (see “Item 4. Information on France Telecom — 4.3.4 Fixed line, voice and data services — Outside
France — Equant”).

Equant’s operating income before depreciation and amortization for 2002 as a whole improved
significantly over operating income before depreciation and amortization on a comparable basis for 2001,
increasing from negative €25 million to €200 million. This improvement reflects good cost control and the
continued initial effects of the synergies connected with the merger with Global One; this has resulted in
an improved network cost structure and in the overall rationalization of functions.

Investment expenditures on tangible and intangible investments fell sharply by 40.2% on a
comparable basis. This decrease is the direct result of synergies connected with the merger, the present
net slowdown in the market which has caused a decrease in tangible and intangible investments by
customers, and the containment of investment expenditures. These expenditures are primarily
concentrated on adapting the network and developing sales and back office management systems.

Containing investment expenses and improving operating income before depreciation and
amortization have enabled Equant to strengthen its level of available cash compared to the end of 2001.

5.6.5 Consolidated Sales of Services and Products

The following table sets forth information concerning France Telecom’s consolidated revenues by
product line and as a percentage of total consolidated revenues. The information in the table below and
in this subsection relate to revenues after inter-company eliminations actually contributed to France
Telecom’s consolidated revenues.

Year ended December 31,

2001
ona 2001
2002 comparable basis®™ historical

(€ millions, except percentages)®

Orange .........couiiiiiiiiiieiineannn, 16,660 35.7% 14,911 32.9% 14,769 34.3%
Of which:

RevenuesinFrance ...................... 7,177 154 6,549 14.5 6,549 15.2

Revenues outside France ................. 9,483 20.3 8,362 18.5 8,220 19.1
Wanadoo ................. ... 1,935 42 1,484 33 1,461 34
Of which:

RevenuesinFrance ...................... 1,523 3.3 1,247 2.8 1,245 2.9

Revenues outside France ................. 412 0.9 237 0.5 216 0.5
Fixed line, voice and data services —

France ........... ... .. . ... 18,703 401 19,720 43.5 19,832 461
Fixed line, voice and data services —

OutsideFrance ........................ 9,332 200 9,190 20.3 6,964 16.2
TotalRevenues .......................... 46,630 100.0% 45,305 100.0% 43,026 100.0%
Of which:

RevenuesinFrance ...................... 27,403 58.8 27,516 60.7 27,626 64.2

Revenues outside France ................. 19,227 41.2 17,789 39.3 15,400 35.8

(1) The data presented on a comparable basis was calculated by comparing France Telecom at December 31, 2002 and using the
same scope of consolidation for 2001 and a constant exchange rate. The revenues on a comparable basis include the
consolidation of the Polish operator TP Group from April 1, 2002 and the accounting for Telecom Argentina under the equity
method from December 21, 2001. The changes in scope of activity between fiscal years 2002 and 2001 are described in
further detail in “5.6 Analysis by Segment — 2002 vs. 2001”.

2) As a percentage of total revenues.
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The percentage change data presented in the following tables were calculated using non-rounded
figures.

France Telecom’s total consolidated revenues for 2002 increased 8.4% to €46.6 billion, compared
with the previous year. The growth in revenue resulted from the continued rapid expansion of
international activities, whose revenues increased 24.9%, including the effect of the consolidation since
April 1, 2002 of the Polish operator TP Group (TP SA and its subsidiaries). International activities
represented 41.2% of France Telecom’s revenues in 2002, compared to 35.8% in 2001.

On a comparable basis, France Telecom’s consolidated revenues increased 2.9% in 2002. This was
due mainly to an 8.1% increase in international revenues. At the same time, revenues in France
decreased by 0.4%: the increase in wireless and Internet services almost fully offset the decrease in
traditional fixed-line services revenues.

At December 31, 2002, France Telecom served a total of 111.7 million users through the companies
under its control. A total of 8.4 million additional users came to the France Telecom group since the end
of the previous year, for an annual increase of 8.1% on a comparable basis.

5.6.5.1 Orange
(35.7% of 2002 consolidated revenues)

Revenues from this segment (after eliminations) are contributed by Orange, and derive from (i)
monthly subscription charges and charges for wireless network use (including revenues from incoming
traffic and value-added services), and (i) for Orange UK and certain subsidiaries of “Orange Rest of the
World,” payments received from other wireless network operators for calls originating in their network
and terminating on Orange’s network. It also includes (i) revenues from the sale of wireless handsets and
accessories by sales outlets owned by the Orange group and to retailers, distributors and direct customers
of Orange and (ii) revenues generated by Orange’s subsidiaries operating fixed-line networks or providing
Internet access and services, such as Orange Denmark in Denmark and Mobistar in Belgium.

The following table sets forth information concerning the wireless activities included within the
Orange group for the years ended December 31, 2002 and 2001, as well as the percentage changes
between these periods. The information presented below shows the revenues contributed by each sub-
segment of Orange to France Telecom’s consolidated revenues.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(€ millions) (% change)
Revenues
Orange France®™ ............ ... .ccviiiin.. 7177 6,549 6,549 9.6 9.6
Orange UK. ... ... i, 5,946 5,277 5,335 12.7 11.5
Orange Restof World ...................... 3,537 3,085 2,885 14.7 22.6
Total ........... ... 16,660 14,911 14,769 11.7 12.8
Total number of subscribers at year-end
(inmillions)® . ... .. 44.4 40.7 39.3 9.0 13.0

(1) Includes revenues realized in overseas departments through the companies Orange Caraibe in the West Indies and Orange
Réunion.
(2)  Of Orange’s majority-owned subsidiaries
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Revenue contribution for this segment was €16.7 billion in 2002, an increase of 12.8% on a historical
basis. It includes €246 million for the transfer to Orange from July 1, 2002 of the 71.25% holding in
MobiNil in Egypt, previously held by France Telecom. Revenues contributed by the Orange segment were
moreover influenced by the unfavorable effect of exchange rates, in particular, the decrease in pound
sterling and the Egyptian pound compared to the euro; the overall impact of the exchange rate
fluctuations was a negative effect of €103 million.

On a comparable basis, the increase in the Orange segment’s revenue contribution amounted to
11.7% in 2002. This includes 13.6% growth in revenues from the mobile network, which partly offset the
4.2% decline in revenues from equipment sales due to progressive market maturity. Revenues from the
GSM wireless network represented approximately 90% of Orange’s overall revenues in 2002. The increase
in the number of active customers was steady, increasing by 9.0% at December 31, 2002 compared to
December 2001, with 44.4 million users in Orange’s majority-owned subsidiaries. At the same time, the
favorable trend in average annual revenue per user (ARPU) was maintained, especially in the United
Kingdom; this represents a refocusing on higher-value-added users and the development of “non-voice”
services such as SMS, WAP, GPRS and information on demand. In 2002, revenues generated by “non-
voice” services increased by €1.7 billion, representing 10.8% of wireless network revenues.

The tables below set forth the average annual revenue per user (ARPU) calculated by dividing
revenues generated over the past twelve months from the use of the wireless network (access charges,
outgoing calls, incoming calls, roaming revenues from customers of other networks, and revenues
resulting from value-added services) by a weighted average of the number of users over the same period.
The average weighted number of users is the monthly average during the period concerned. The monthly
average is the sum of the number of users at the start and at the end of the month divided by two. ARPU
is expressed in annual revenues per customer. In addition, Orange France receives no revenues in
metropolitan France from other French wireless operators for calls originating from their networks and
terminating on the Orange France network. The situation is different in other countries, such as the
United Kingdom. ARPU in France and in the United Kingdom are not directly comparable.

The average monthly usage per user (AUPU) is calculated by dividing total usage in minutes over
the past twelve months (outgoing calls, incoming calls and roaming) by a weighted average of the number
of customers over the same period. AUPU is expressed in monthly usage minutes per customer.

Orange France

Revenues contributed (after eliminations) by Orange France to this segment include revenues from
the wireless network operator in mainland France, Orange France, and wireless network operators in the
French overseas departments, Orange Caraibe in the West Indies and Orange Réunion in Réunion. These
activities are referred to collectively below as “Orange France.”

Orange France does not receive revenues from other French wireless operators for calls from their
networks that terminate on Orange France’s network, as in some other markets, such as the United
Kingdom. In the same way, calls that originate on Orange France’s network and terminate on other
French wireless operators’ do not give rise to payments from Orange France.
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The following table presents the consolidated revenues (after eliminations) from this product line
for the years ended December 31, 2002 and 2001, and the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(% change)
Revenues (€Emillions) ..................... 7177 6,549 6,549 9.6 9.6
Number of registered customers at the end
of the period (in thousands) ............. 19,216 17,823 17,823 7.8 7.8
Of which:
Contract customers (in thousands) .......... 10,683 9,445 9,445 13.1 13.1
Prepaid customers (in thousands) ........... 8,533 8,378 8,378 1.9 1.9
Average annual revenue per user (ARPU) (€) . ... 377 392 392 (3.8) (3.8)
Average monthly usage per user (AUPU)™ (in
MINULES) ..ttt 143 138 138 3.6 3.6

(1) The average monthly usage per user in 2001 has been adjusted.

Revenues contributed (after eliminations) by Orange France in 2002 increased 9.6% compared to
the previous year, due to the sustained growth of revenues from the wireless network, which amounted
to 12.1%. The increase in revenues from the wireless network reflects the 7.8% improvement in the
number of users, a net annual increase of 1.4 million users in 2002. Revenues from the wireless network
were also affected by the approximately 15% reduction on April 30, 2002 in the price of calls originating
from fixed-line networks and terminating on the Orange France network. Orange France has strengthened
its leadership position with a market share of 49.8% in terms of the number of registered subscribers at
the end 2002 compared to 48.2% at the end of 2001, for an annual increase of 1.6% in 2002.

Average annual revenue per prepaid user (ARPU) amounted to €377 at December 31, 2002, a
decrease of 3.8% in 2002, as compared to a decrease of 8.0% in 2001. This improvement shows the
favorable effect of the growing share in contract customers in 2002, where the 2002 ARPU was 3.4 times
greater than that of prepaid plans; contracts represented 55.6% of the total number of registered users at
December 31, 2002 compared to 53.0% one year earlier. Added to this is the effect of the 27% increase in
“non-voice” ARPU, which rose from €26 at the end of 2001 to €33 at the end of 2002.

AUPU increased 3.6%, compared to a decrease of 6.1% in 2001 (143 minutes in 2002 compared to
138 minutes in 2001). This improvement is due above all to prepaid packages, where AUPU fell by 5.9%
following an annual decrease of 12.19% in 2001 (48 minutes in 2002 compared to 51 minutes in 2001). At
the same time, the average monthly usage for contract customers continued the increase posted in 2001
with a year-over-year increase of 5.2% (224 minutes in 2002 as against 213 minutes in 2001).

Orange United Kingdom

Orange UK includes revenues (after eliminations) from the digital wireless network, Orange UK.
Historically, the segment also included revenues from Orange Cellular Services, a wireless service
provider in the United Kingdom, and Orange Paging, which operated a network of pagers. Orange Paging
ceased operations in 2001, and Orange Cellular Services’ customer base was sold in March 2001.

In the United Kingdom, Orange UK receives revenues from calls terminating on its network
originating on other UK networks and incurs charges for calls originating on its network and terminating
on the other UK networks. The charges paid by Orange UK are included in “Costs of services and products
sold.”
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The following table sets forth consolidated revenues (after eliminations) contributed by Orange UK
and operating data presented on a comparable basis for the years ended December 31, 2002 and 2001, as
well as the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(% change)
Revenues (€ millions) ..................... 5,946 5,227 5,335 12.7 115
Number of customers (in thousands) ....... 13,312 12,387 12,387 7.5 7.5
Of which:
Contract customers (in thousands) .......... 4,238 3,761 3,761 12.7 12.7
Prepaid customers (in thousands) ........... 9,074 8,626 8,626 5.2 5.2
Average annual revenue by user (ARPU) (in €) . .. 259 245 245 5.7 5.7
Average monthly usage per user (AUPU) (in
MINULES) .ottt 140 138 138 1.4 1.4

(1) Before October 1 2002, revenues from incoming calls due to customers who switched from Orange UK to one of the other UK
networks, while retaining their Orange numbers (mobile number portability or “MNP” ), were included in calculating Orange
UK'’s overall ARPU and the ARPU for contract customers. Beginning October 1, 2002, these revenues were excluded from the
calculation of Orange UK’s wireless network revenues and, consequently, from total ARPU and from ARPU for contract
customers. Amounts are provided in pounds sterling in order to show change without the effect of exchange rates.

Revenue contributed (after eliminations) by Orange UK in 2002 increased by 12.7% on a comparable
basis compared to 2001. It represents a 16.4% increase in revenues from the wireless network, which
more than offset the 17.0% decrease in equipment sales in 2002 resulting from progressive market
maturity. The increase in revenues from the wireless network is due firstly to a 7.5% increase in the
number of active users, which amounted to 13.3 million at December 31, 2002. In this respect, Orange UK
has retained its leadership position with a market share, in terms of active users, estimated at
approximately 27% at the end of 2002 compared to approximately 28% at the end of 2001. The increase in
revenues moreover benefited from an increase in average annual revenue per user due to the growth of
“non-voice” services, which in 2002 accounted for 14.3% of wireless network revenues compared to 11.2%
the previous year.

ARPU amounted to £259 at December 31, 2002, a 5.7% increase compared to December 31, 2001,
compared to a 12.1% decrease year-over-year in 2001. This significant improvement reflects the rapid
growth of “non-voice” services, where average revenue per user increased by 32%, reaching on average
£37 per customer in 2002. Added to this is the effect of a favorable mix resulting from the growing
proportion of contract customers, whose ARPU in 2002 was 4.5 times greater than that of pre-paid
customers; the contract customers represented 31.8% of the total number of users at December 31, 2002
compared to 30.4% a year earlier.

AUPU reflected an improvement resulting from the product mix, with an increase of 1.4% in 2002,
compared to a decrease of 13.2% in 2001.

Orange Rest of World

“Orange Rest of World” includes revenues from wireless operations in Belgium, Denmark, The
Netherlands, Switzerland, Romania, Slovakia, the Dominican Republic, the lvory Coast, Botswana,
Cameroon and Madagascar. Added to this from July 1, 2002 was the transfer to Orange of the 71.25%
holding in MobiNil in Egypt, previously held by France Telecom.
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The following table sets forth information concerning total consolidated revenues contributed (after
eliminations) by Orange Rest of the World and the number of subscribers for the years ended December
31, 2002 and 2001 and the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Revenues (€ millions) ............ 3,537 3,085 2,385 14.7 22.6
Number of customers (in
thousands) ...................... 11,839 10,510 9,061 12.6 30.7

Revenues contributed by Orange Rest of the World increased 22.6% in 2002 compared to the
previous year. In part this increase was due to the transfer to Orange as from July 1, 2002 of the 71.25%
holding in MobiNil, previously held by France Telecom. On a comparable basis, Orange Rest of World
contributed 14.7% to revenues. This is due to a 13.2% increase in wireless network revenues generated by
the sustained improvement in the customer base, which reached 11.8 million users as of December 31,
2002, an increase of 12.6% on a comparable basis.

5.6.5.2 Wanadoo

(4.2% of consolidated revenues in 2002)

Revenues from this segment are the revenues contributed (after eliminations) by Wanadoo SA,
divided between its two principal sub-segments.

The “Access, portals and e-commerce” sub-segment includes (i) revenues from Internet access
services, where progress depends on the number of subscribers, the prices for the packages offered and
the mix of subscriptions for the packages, (ii) revenues from portals which include mainly advertising
revenues which vary depending on the number of pages viewed, the amount of advertising space
purchased and the length of time for which advertising space is purchased, and (iii) revenues from e-
merchant services, which vary depending on the number of orders booked.

Revenues from the sub-segment “Directories and business services” include (i) revenues from
advertising in both printed and electronic (Minitel and Internet) directories, (ii) revenues from website
hosting and related services; and (iii) revenues from sales lists and thematic directories used for direct
marketing.
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The following table sets forth information concerning consolidated revenues (after eliminations)
contributed by the Wanadoo SA group for the years ending December 31, 2002 and 2001, as well as
percentage changes between these periods. The information set forth in this table represents the
contribution of Wanadoo sub-segments to the consolidated revenues of France Telecom.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Revenues (€ millions)
Access services, portals and e-

COMMEICE .ttt eiee e 1,063 651 618 63.3 72.0
Directories and business services .. .... 872 833 843 4.7 3.4
Total ..o 1,935 1,484 1,461 304 324
Of which:

Revenuesin France ............... 1,523 1,247 1,245 22.1 22.3

Revenues outside France ........... 412 237 216 73.8 90.7
Number of active™ Wanadoo users (in

thousands) .......... ... ... .. .... 8,535 6,918 6,067 23.4 40.7
Of which:

Active users in France (in

thousands) ..................... 3,924 3,001 3,001 30.8 30.8

Active users outside France (in

thousands) ..................... 4,611 3,917 3,066 17.7 50.4
Portal audience of Wanadoo and Voila®
(in millions of pages viewed) ....... 1,703 1,288 1,288 32.2 32.2

(1) Subscribers who connect at least once during the past 30 days based on figures for December.
(2)  Number of pages viewed in December through portals in France other than Kompass.fr and portals in the United Kingdom
(Freeserve).

Access, portals and e-commerce

“Access, portals and e-commerce” revenues increased 63.3% on a comparable basis in 2002 due
mainly to revenues from “Internet access services,” which represented nearly half of Wanadoo’s revenues
in 2002 and which increased to €911 million in 2002 compared to €503 million in 2001, an 81.2% increase
on a comparable basis.

This increase was partially due to the sharp rise in the number of Wanadoo’s active customers,
which increased 23.4% to 8.5 million at December 31, 2002 on a comparable basis. On a historical basis,
the 2.5 million increase in active customers in 2002, representing an increase of 40.7% in a single year, is
the result of internal growth of 1.5 million customers and the contribution of 1 million subscribers
through the acquisition of the Spanish service provider eresMas, which has been consolidated since
November 1, 2002.

The increase in revenues from access services was generated by, among others, the increase in
subscriber revenues (ARPU), which resulted from the increasing share of more profitable packages (ADSL
and “all inclusive” low speed contract services). In this respect, the number of customers for high speed
access services increased to 1.374 million at December 31, 2002, including 1.187 million ADSL subscribers.

In France, the 69.0% increase in revenues from access services on a comparable basis resulted from
a 30.8% increase in the number of subscribers and growth of 14.0% in ARPU. This favorable trend in
ARPU is due to the increasing share of high speed access: at December 31, 2002, the number of ADSL
connections via Wanadoo in France increased to 987,000 compared to 370,000 a year earlier.

In the United Kingdom, the 162.1% increase on a comparable basis in access services from the
Freeserve subsidiary was due (i) to a doubling in ARPU due to the significant increase in the share of
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paying subscribers (increasing to 38% at December 31, 2002, compared to 28% one year earlier) and (ii) to
the increase at the beginning of 2002 in payments by the operator BT for subscriber traffic not paying for
subscriptions to Freeserve access services. Added to this is the 14.7% increase in the number of active
customers, which increased to 2.6 million at December 31, 2002, compared to 2.2 million at December 31,
2001.

In other countries (Spain, The Netherlands, Belgium and Morocco), the increase on a comparable
basis in revenues from access services increased to 54.3%, due to a 21.7% increase in the number of
active users on a comparable basis and an increase in ARPU in each country.

At the same time, “Portals” revenues decreased by 7.2% over the year on a comparable basis by
€104 million in 2002 compared to €112 million in 2001. However, the increase in viewers remained
constant at 1.703 billion pages viewed in December 2002 compared to 1.288 billion in December 2001, an
annual increase of 32.2%.

Finally, revenues from e-commerce activities totaled €49 million compared to €37 million in 2001.
The 33.3% increase in 2002 is due to a rise of 26.0% in the number of orders and a 9.0% increase in the
average basket.

Directories and business services

On a comparable basis, revenues from directories and business services increased 4.7% in 2002. This
increase was due to increased activities in France. In particular, revenues from pagesjaunes.fr increased
by 45%, while revenues from online directories (advertising and the creation of sites combining Minitel
and Internet) increased 13%.

5.6.5.3 Fixed line, voice and data services — France
(40.1% of consolidated revenues for 2002)

Revenues from Fixed line, voice and data services — France are derived from (i) fixed-line
telephony;, (ii) business networks, (iii) broadcasting and cable television, and (iv) other revenues, which
include equipment sales and rentals.

France Telecom has altered the distribution of consolidated revenues from “Fixed line, voice and
data services — France” since January 1, 2002 to give them a more streamlined presentation, while
making the revenues from the business services provided more visible.

With regard to fixed-line telephony services, the domestic calling item includes all subscriber calls:
domestic calls, international calls and revenues from calling plans previously included under
subscriptions. Services to operators cover interconnection activities with other domestic operators and
services provided in France for international operators (call termination for incoming international traffic
and transit services). “Online services” from the previous presentation has been deleted as such from the
new presentation; revenues under “Teletel, Audiotel and Internet access” are now included under “fixed

line telephony services in the Online services and Internet access”; “other online services under the
previous presentation appear under “Other business services and Miscellaneous other revenues”.

“Business networks” under “Business services revenue line” includes revenue from leased lines and
data networks, excluding non-switched transit services (leasing of circuits for use by other international
operators), reclassified under “Services for fixed line telephony operators”. “Other business services”
cover additional services provided for corporate users and previously under “Equipment sales and
rentals,” “Other online services,” and “Other revenue.”

The following tables set forth revenues for 2001 restated according to this new presentation in order
to make them comparable with those for 2002.
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The following table sets forth the revenues contributed by the “Fixed line, voice and data services —
France” segment for the years ending December 31, 2002 and 2001 and the respective percentage
changes.

The 2001 pro forma information presented on a comparable basis set forth in the table below
particularly demonstrates the effects of the transfer of Wanadoo Services Pro from the “Wanadoo”
segment into the “Fixed line, voice and data services — France” segment as of January 1, 2002, as well as
the consolidation of Internet telecom as of January 1, 2002 and the consolidation of CNTP (Compagnie
Nouvelle de Traitement des Paiements) following the equity method as of July 1, 2001.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (€ millions) (unaudited)
(% change)
Fixed line telephony ....................... 13,734 14,775 14,798 (7.0) (7.2)
Business networks ........... .. .. ... .. ..., 3,011 2,960 2,936 1.7 2.6
Broadcasting and cable television ........... 1,057 1,058 1,058 (0.1) (0.1)
Otherrevenues ............c.coviiininiin. 901 927 1,040 (2.8) (13.4)
Total ........... .. ... . 18,703 19,720 19,832 (5.2) (5.7)

Revenues from “Fixed line, voice and data services — France” decreased by 5.2% on a comparable
basis in 2002 compared to a decrease of 1.29 the previous year. The change essentially affects fixed-line
telephony services, where revenues decreased on a comparable basis by 7.0% in 2002 following a 3.8%
decrease on a comparable basis the previous year.

Fixed line telephony services
(29.5% of consolidated revenues for 2002)
Revenues from fixed line telephony services in France are derived from (i) subscription fees, (ii)

telephone calls, (iii) online and Internet access services, (iv) payphones and calling card services, and (v)
services for domestic and international operators.

The following table sets forth the revenues derived from each of the components of these
operations for the years ended December 31, 2002 and 2001, and the percentage changes between these
periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (€ millions) (unaudited)
(% change)
Subscriptionfees ........ ... ... ...l 5,419 5,375 5,375 0.8 0.8
Fixed line telephony ....................... 5,472 6,166 6,166 (11.3) (11.3)
Online and Internet access services .......... 827 846 861 (2.2) (3.9)
Payphones and calling card services ......... 570 621 629 (8.2) (9.4)
Interconnectionfees ...................... 1,446 1,767 1,767 (18.2) (18.2)
Total .................. . 13,734 14,775 14,798 (7.0) (7.2)
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On a comparable basis, revenues from fixed line telephony services in France decreased 7.0% in
2002 due mainly to the decrease in revenues from domestic calling as a result of the opening up of local
calling to competition as from January 1, 2002 and the reduction in the overall domestic calling (fixed line
telephony) market in France. In addition, revenue from operator services decreased by 18.2%, due to both
domestic interconnections and services for international operators.

Subscription fees

Revenues from subscription fees include initial connection fees, monthly subscription charges and
subscriptions to additional services. Subscription options offered and the related monthly charges differ
by customer group (residential, small business and large business) and within each customer group by the
services selected. Revenues from subscription fees depend on the total number of subscribed lines, the
mix of standard (analog) lines and Numeris (ISDN) channels, and charges for the various services.

The following table represents total revenues from subscription fees and the number of fixed lines
for the years ending December 31, 2002 and 2001, as well as the percentage change between these
periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona historical ona historical
comparable comparable
basis basis
(unaudited) (unaudited)
(% change)
Total subscription revenues (€ millions) .... 5419 5,375 5,375 0.8 0.8
Number of telephone access lines
(inmillions)M@ . ... ... ... .............. 34.1 34.2 34.2 (0.3) (0.3)
Number of Numeris (ISDN) channels
(inmillions)® . ... ... 4.9 4.7 4.7 4.1 4.1

(1) Includes standard (analog) lines and Numeris (ISDN) channels, each of which is counted as one line.
(2) At the end of the period.

The increase in revenues from subscription fees was due to the price increases for subscriptions on
July 20, 2002, reflecting the rate of inflation since October 2000. The basic monthly subscription charge
was increased from €12.55, tax included, to €13.00, tax included, representing a €0.45, or 3.6% increase.
The monthly charge for small business subscribers was increased by an identical amount, thereby
increasing from €12.65 tax included to €13.10 tax included. The charge for “Presence” small business
contracts increased by €0.50, increasing from €16.30 tax included to €16.80 tax included per month. The
charge for Numeris lines is, as in the past, processed into the “Presence” small business contract
subscription. The effect of this rate increase on revenues for 2002 amounted to €59 million. Added to this
is the effect of developing additional services such as Call Waiting, Call Forwarding, Three-Way
Conferencing, Caller Identification, Unlisted Number, and, for business customers, Incoming Call Routing
to the called party’s number. Revenue from these additional services accounted for 8.3% of revenues
from “Subscribers” and increased 6.4% in 2002 compared to the previous year.

These favorable developments were partly offset by the reduction in revenue from subscriptions to
traditional subscriber services due to the rapid increase in contract calling plans, where revenue is
included under the heading below, “Domestic Calling.” Traditional subscriber services at Ecoplan,
Avantage and Modulance level allow subscribers to benefit from specific discounts on their domestic
calling prices against payment of an additional subscription fee.

The total number of telephone lines remained stable at 34.1 million lines at December 31, 2002. The
number of Numeris channels (including the overall number of telephone lines) increased 4.1%, to 4.9
million at December 31, 2002.
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Domestic calling

Revenue from domestic calling is generated by (i) local and national calls in France originating on
fixed subscriber lines, (ii) international calls, and revenues from contract customers previously included
under subscriptions, (iii) fixed line-to-wireless calls from fixed subscriber lines to the wireless networks of
third-party operators (fixed line-to-wireless calls terminating on wireless networks within the France
Telecom group in France are allocated to the “Orange France” revenue line), and (iv) revenues from
“other usage.” The latter concern (i) calls terminating at shared cost numbers, (ii) directory assistance
services, (iii) operator-assisted services and (iv) low speed Internet access calls other than access via
Wanadoo and excluding connections to third-party Internet access providers.

The following table represents total domestic calling revenues and traffic for the years ended
December 31, 2002 and 2001 and the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(% change)
Revenues from domestic calling (€ millions) ... .. 5,472 6,166 6,166 (11.3) (11.3)
Outgoing traffic (in billions of minutes) of which:  102.6 114.9 114.9 (10.7) (10.7)
Voice traffic (in billions of minutes) .......... 87.3 102 102 (14.4) (14.4)
Number of subscriptions at rate offers®™ (in
millions) of which: 9.8 9.2 9.2 6.3 6.3
Fixed price® . ... ... i 6.8 4.9 4.9 37.6 37.6

(1)  Atend of period.

Domestic calling revenues decreased 11.3% in 2002 compared to the previous year. About half of
this decrease in domestic calling revenues was due to the effect of the opening up of local calls to
competition from January 1, 2002. In this case, France Telecom'’s share of the local traffic market, which
was marked at the start of the year by the effect of the automatic transfer to France Telecom’s
competitors of local calls from their pre-selected customers, had a far less unfavorable impact in the
second half; it reached 80.9% in December 2002, after 82.7% in June 2002 and 96.8% in December 2001.
At the same time, in 2002 France Telecom confirmed the stabilization of its market share in the long-
distance calling market (domestic and international) achieved in 2001; this reached 64.3% in December
2002 compared to 64.6% in December 2001.

Revenue from domestic and long distance calling was also affected by the decrease in the overall
fixed line domestic calling market in France. In France Telecom’s view, the reduction in the overall
volume of both local and long distance traffic was estimated to be 8% for 2002 compared to 5% for 2001;
its impact translates into approximately 40% reduction in domestic calling revenues posted in 2002. In
turn, the revenues from calls to wireless users was affected in 2002 by approximately 15% price cut for
calls from April 30, 2002, which more than offset the annual increase of 7.4% in the volume of calls.
Lastly, revenues from international outgoing traffic fell by 1.4% in 2002, due to the impact of the 10%
price cut made in July 2001, which more than offset the 2.7% increase in the volume of traffic.

At the same time, the availability of call packages rapidly increased, with 6.8 million subscribers at
December 31, 2002, for an increase of 37.6% over the previous year. In particular, new packages marketed
since July 1, 2002 (the “Heures France” which allows calls at the same price anywhere in mainland
France) have proven very successful. Calling plans accounted for 9.7% of domestic calling revenues at
December 31, 2002 compared to 4.0% at December 31, 2001.

17



Online and Internet access services

Revenues from online services include (i) revenue of the online services Teletel and Audiotel
derived from the number of calls, the length of these calls, the services called and the rates applicable to
these, (ii) revenue from low speed Internet access calls when they are charged to subscribers’ telephone
bills (derived from the number, length and price of these calls), (iii) revenue generated by high speed
ADSL Internet access deriving from wholesale sale to third-party ISPs (i.e. other than Wanadoo) and to the
“ADSL line” access option sold directly to France Telecom subscribers who remain free to choose their
ISP. ADSL revenues include initial connection revenue, monthly subscription revenue and related
services. Revenues from Teletel and Audiotel are shown after deduction of the amounts passed through
by France Telecom to Teletel and Audiotel service providers for the services provided by them.

The following table sets forth the revenue and other statistical information concerning online and
Internet access services for the years ended December 31, 2002 and 2001, and the percentage changes
between these periods.

Year ended December 31,

2002 2001 2001 02/01 02/01
ona ona
comparable historical comparable historical
basis basis
(% change)
Total revenue (€ millions) ..................... 827 846 861 (2.2) (3.9
Traffic®) (billions of minutes) ................... 25.4 22.2 22.2 14.2 14.2
No of mass-market ADSL subscribers®
(Inthousands) ..........ccoviiiniiin... 1,359 408 408 232.8 232.8

(1) Includes traffic for Teletel, the electronic directory, Audiotel, and low speed Internet access through Wanadoo. Audiotel
corresponds to electronic information services accessible by telephone, such as home banking and weather forecasts.

(2) Includes ADSL subscribers billed directly by Wanadoo Interactive. The number of mass-market ADSL users who receive
services through third-party ISPs (not including Wanadoo) who are volume resellers and subscribers to “Ligne ADSL” plans
which are sold directly to the subscriber, reached 606,000 at December 31, 2002 compared to 140,000 at December 31, 2001.

The overall decrease of 2.2% in revenue (on a comparable basis) from “Online and Internet access
services” is a result of the combined effect of several factors. First, revenue from the Teletel electronic
data transmission kiosque decreased 18.8% in 2002 due to the downward trend in electronic data
transmission traffic, which decreased 22.4% in 2002.

In addition, there was a decrease of 10.7% in revenues from low speed Internet access calls billed
directly by France Telecom to subscribers. In particular, revenues from low speed “Wanadoo Classique”
access calls decreased by 10.1% following a 10.2% decrease in 2001, as a result of the growth of the
“Wanadoo Intégrales” offers, which bundle Internet access subscription with call time. These revenues
are included under “Wanadoo — access, portals and e-commerce.” Similarly, the revenues from low speed
access calls billed by France Telecom directly to subscribers of third-party ISPs decreased 6.2% in 2002
(following a large increase in 2001) due to the migration (via third party operators) of part of this traffic
towards Internet inter-connection services included under “Services to operators” under “fixed
telephony.” France Telecom’s overall low- speed Internet traffic (through Wanadoo and third-party ISPs)
amounted to 66.3 billion minutes in 2002 compared to 54.0 billion minutes in 2001, representing an
annual growth of 22.8%.

The effect of these decreases is offset to a large extent by the rapid growth of high speed ADSL
access, which more than doubled in revenue in 2002, increasing by 109%. This revenue partly corresponds
to the wholesale sale of ADSL access to third-party ISPs, which experienced a very large increase during
the fourth quarter of 2002. The number of ADSL access services billed to third-party ISPs amounted to
348,000 at December 31, 2002 compared to 21,000 at December 31, 2001. ADSL revenue also includes
subscriptions sold directly to customers to the “ADSL line” range of access to France Telecom’s ADSL
network, which allows subscribers to choose their ISP. At December 31, 2002, the “ADSL line” totaled
258,00 subscribers compared to 119,000 at December 31, 2001.
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Furthermore, the revenue from the Audiotel telephone kiosque decreased 1.3% due to the increase
in fees passed on to service providers, which partially offset the increase in traffic volume, which
increased 1.8% in 2002.

Payphones and calling card services

Revenues from payphones and calling card services are derived principally from (i) sales of
Télécartes (France Telecom’s prepaid calling cards used in payphones) and Tickets de téléphone (prepaid
calling cards used for calls from any telephone), (ii) calls made with Cartes France Telecom (France
Telecom’s subscriber calling card), and (iii) calls placed from payphones using bank-issued credit cards and
coins. Revenues derived from payphones and calling card services varied mainly due to (i) the number
and price of Télécartes and Tickets de téléphone sold and (ii) the volume of use of Cartes France Telecom
and bank-issued credit cards.

The following table sets forth the total revenue generated by payphones and calling cards and
related data for the years ended December 31, 2002 and 2001 and the percentage changes between these
periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(% change)
Total payphone and calling card revenues (€
millions) .............. ... ................ 570 621 629 (8.2) (9.49)
Payphones at period-end (in thousands)® ........ 202 214 214 (5.4) (5.4)
Total traffic (in billions of minutes)® ............ 2.6 3.0 3.0 (13.7) (13.7)
Number of Telecartes sold (in millions) .......... 46.3 54.7 54.7 (15.4) (15.4)
Number of Cartes France Telecom sold at period-
end(inmillions) .......... ... .. ... 2.8 2.8 2.8 0.1 0.1
Number of Tickets de Telephone sold (in
millions) ........ . 13.7 10.9 10.9 25.0 25.0

(1) End of period.
(2)  Based on France Telecom’s estimates. The measurement of traffice for Tickets de Telephone is now made outside of access
time to service platforms. The 2001 traffic figures are now presented according to this new definition.

On a comparable basis, revenues from payphones and calling card services decreased 8.2% in 2002
compared to 2001. The 13.7% decrease in traffic volume, related to the growth in wireless telephony
services, was partially offset by the 6.4% increase in revenues per minute, resulting, in particular as regards
the payphones, from the increased share of calls to wireless telephones and international calls, which have
higher rates than other types of calls, while France Telecom’s share of local calls steadily decreased.

Interconnection fees

Revenues from services to operators combine revenues from national interconnection and from
services to international operators. National interconnection fees are paid by other domestic operators of
fixed line and wireless networks to France Telecom for use of France Telecom’s network. These fees
include revenues from (i) incoming interconnection traffic from third-party operators terminating on
France Telecom’s fixed networks, (ii) outgoing interconnection traffic from France Telecom’s network to
third-party fixed-line networks (traffic generated due to a subscriber’s choice of another domestic long-
distance carrier), (iii) interconnection traffic to third-party Internet access providers (i.e. other than
Wanadoo) pursuant to specific agreements with these providers reached on the basis of France Telecom’s
interconnection rate schedule, and (iv) lease payments from third-party operators for hook-ups to France
Telecom’s network. Incoming interconnection traffic on France Telecom’s network is mainly comprised of
(i) subscriber switch direct access traffic, (il) one-way traffic when the point of entry of the call is within
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the same transit area of the subscriber being called, and (iii) two-way traffic when the point of entry of
the call is outside the transit area of the subscriber being called. The interconnection rate for direct access
to the subscriber switch is the lowest and the interconnection rate for two-way traffic is the highest.

Services to international operators relate partly to international telephone calls to France and partly
to switched and non-switched transit services.

The following table sets forth the revenues from national interconnection and services to
international operators as well as the corresponding traffic volumes for the years ended December 31,
2002 and 2001 and the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(% change)
National Interconnection Revenues (€
millions) ... ... 957 1,171 1,171 (18.3) (18.3)
International Operator Services Revenues
(€millions) ....ooviii 489 596 596 (18.0) (18.0)
Total Revenues (€ millions) ................ 1,446 1,767 1,767 (18.2) (18.2)
National Interconnection Traffic® ............. 70.7 57.8 57.8 22.3 22.3
(Billions of minutes)
Entering International Traffic (Billions of
MINUEES) « ot 3.8 3.9 3.9 (2.3) (2.3)

(1) Includes incoming interconnection traffic onto France Telecom’s network and traffic to Internet access providers using
interconnection services.

Revenues from services to operators show an overall decrease of 18.2% in 2002 following annual
growth of 15.1% in 2001. Two-thirds of this decrease is related to the national interconnection revenues
and one-third to the international operator revenues.

National interconnection revenues decreased by 18.3% in 2002 in relation to the previous year,
compared to an annual growth on a comparable basis of 22.6% experienced in 2001. National
interconnection was marked in 2002 by the growth of (i) direct connection of third-party operator
networks to the subscriber switch and (ii) flat-rate interconnection of Internet access traffic, billed in
regard to the number of interconnected circuits, regardless of the length of calls switching from one
network to another. Along with these options, which are less profitable than the other interconnection
services, there were price decreases in the 2002 interconnection rate schedule, ranging from 6.0% to
23.5% for voice services. While the decrease in price with Internet access calls averaged 12%, the impact
of these developments was partially offset by a 22.3% growth in interconnection traffic, which withstood
the opening of the local sorting zone to competition beginning in early 2002.

Similarly, revenues from services to international operators decreased 18.0% compared to the
previous year, following a decrease of 0.5% in 2001. Revenues from incoming international traffic, which
represented two-thirds of the revenues from services to international operators, decreased 16.3% due to a
decrease of 14.3% in the average price of fees for incoming calls billed by France Telecom to international
operators and a decrease of 2.3% in the volume of incoming calls. Revenues from transit services (leasing
of circuits and re-routing of calls) decreased 21.1% in 2002 compared to a decrease of 1.9% the previous
year.
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Business networks

(6.5% of consolidated revenues for 2002)

Revenues from business networks are derived from data transmission services and leased lines.
Revenues from data transmission services derive from subscription charges paid by customers for data
transmission services and rates paid for actual usage. Revenues depend on the cost and mix of services
subscribed to, rate levels and the mix of transmission volume, duration and destination.

Subscribers to France Telecom’s leased line services pay an initial connection fee based on the
type of line leased (analog or digital) and, thereafter, monthly subscription charges based on the type,
length and capacity of the line and the duration of the lease. Revenues derived from leased lines
depend on the total number of lines leased, their capacity and average length and the applicable
subscription charges.

Other business services include (i) equipment sales to businesses, in particular, the sale and
installation of automated switches for businesses, (ii) Internet-related services such as Internet site
development and hosting, and (iii) the engineering and management of business networks.

The following table sets forth the revenues and other information concerning France Telecom’s
leased lines and data transmission services for the years ended December 31, 2002 and 2001, and the
percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable comparable
basis historical basis historical
(unaudited) (unaudited)
(% change)
Business networks (€ millions) ................ ... ... 2,668 2,585 2,585 3.2 3.2
Other business services (€ millions) ........................ 343 375 351 (8.5) (2.3)
TotalRevenues .................coiiiiiiiiinniinnennn. 3,011 2,960 2,936 17 2.6
Number of permanent access to data transmission services

(inthousands)() . ... it 174.2 136.6 136.6 27.6 27.6
Of which: Number of access for Internet and Intranet:

(inthousands)M ......... ... . i 823 62.6 62.6 31.4 31.4
Connectivity Access (in Gigabyte/s)M® . .................... 28.6 18.0 18.0 58.9 58.9
Number of leased lines (in thousands)® .................... 300.1 317.7 317.7 (5.5) (5.5)
Total digital capacity of digital leased lines (in Gigabytes/s)V ... 489.2 351.5 351.5 39.2 39.2
Number of high speed business sites (in thousands)™M@0G) ... ... 192.4 116.5 116.5 65.1 65.1

(1) Atyear end.
(2) Number of business sites with [XDSL] or access to fiber optic service or access via a 2 megabyte/s leased line.
(3) 2001 figures have been rounded.

Revenues from business networks were affected in 2002 by the substantial decrease in revenue
from lines leased to France Telecom by other domestic operators. Apart from this impact due to the
growth of networks of third-party operators and to the consolidation of the telecommunications sector,
the revenue from business networks continued to steadily increase and experienced an 8.5% growth in
2002 compared to 2001.
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This was the result of the rapid growth in data transmission solutions, which showed an increase in
revenue of 17.9% to €1,528 million in 2002 following annual growth on a comparable basis of 21.7% in
2001. In particular, Internet and Intranet-related services experienced substantial growth (27.8% in 2002
compared to 2001) and represented over half the revenue from data transmission in 2002. As regards
Frame Relay services, these experienced revenue growth of 12.4%. The effect of this growth was partially
offset by the downward trend (17.1% in 2002) in standard data transmission products (mainly the
switching of X25 packages).

Revenues from lines leased to businesses (€667 million, excluding revenue derived from third-party
operators) experienced a decrease of 8.3% in 2002. This reflects the migration of businesses towards data
transmission solutions, which include services in addition to the leasing of basic infrastructure. The total
number of analog and digital low speed lines directly leased by businesses continued its downward trend
and showed a decrease of 17.1% in 2002, following a 12.9% decrease in 2001.

Similarly, the total number of high speed digital lines leased to businesses decreased by 1.8% at
December 31, 2002, compared to growth of 22.4% at December 31, 2001, resulting in a decrease in the
revenue from the initial connection fees between the two periods.

Other business services

The decrease of 8.5% in the revenue from other business services corresponds to the decrease in
Internet-related services and, to a lesser extent, to the decrease in network engineering and management
services. As regards the revenue from equipment sales to businesses, which represents two-thirds of the
other business services, this remained stable compared to the previous year, experiencing an annual
decrease of 0.4%.

Broadcasting and cable television services in France
(2.3% of consolidated revenues for 2002)

The following table sets forth the revenues from broadcasting and cable television and related data
for the years ended December 31, 2002 and 2001 and the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001  2002/2001
ona ona
comparable comparable
basis basis
(unaudited) historical (unaudited) historical
(% change)
Broadcasting and audiovisual transmission in
France (€millions) .......... ... ... ... ... ... 878 886 886 (0.9) (0.9)
Cable television in France (€ millions) .......... 179 172 172 4.1 4.1
Total Revenues (€ millions) ................ 1,057 1,058 1,058 (0.1) (0.1)
Number of cable subscribers at year end (in
thousands) ......... ... .. i 854 824 824 3.7 3.7

Broadcasting and audiovisual transmission services

Revenues from “Broadcasting and audiovisual transmission in France” decreased 0.9% in 2002, due to
the decrease in the GlobeCast group’s revenues in France. The TDF group’s revenues, which represent
nearly 80% of total revenue from “Broadcasting and audiovisual transmission in France” in 2002, increased
by 3.3% in relation to the previous year. This increase is mainly due to the growth in telecommunication
site maintenance and engineering services, with the introduction of wireless operator relays on TDF
infrastructure. The increase is also a result of the good performance of the video service studios business.
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France Telecom withdrew from TDF on December 13, 2002 (see Note 3 in the Notes to the
Consolidated Financial Statements).

Cable television

The 4.1% increase in revenues from cable television in 2002 resulted from the business growth of
the FT Cable group, a direct subscriber services provider, which experienced an increase in revenues of
8.3% resulting from (i) the migration of analog subscriptions to more profitable digital packages and (ii) a
3.7% increase in the number of subscribers, which rose from 824,000 at December 31, 2001 to 854,000 at
December 31, 2002. This increase was partially offset by the decrease in revenues from infrastructure
operator activities.

Other revenues

(1.9% of consolidated revenues for 2002)

Other revenues are mainly made up of equipment sales, equipment rentals and maintenance, and
miscellaneous other revenues. The latter include revenues from (i) network engineering services, (ii)
patents and licenses, (iii) leases and various works, and (iv) telex and telegraph services. Since January 1,

2002, revenues from maritime radio services are listed under “Other revenues” under the “Fixed line,
voice and data services — Outside France” segment.

The following table sets forth the revenues from other revenues for the years ended December 31,
2002 and 2001, and the percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable comparable
basis basis
(unaudited) historical (unaudited) historical
(in € millions) (% change)
Equipmentsalesandrentals.................... 619 669 668 (7.5) (7.3)
Other miscellaneous revenues .................. 282 258 372 9.3 (24.2)
Total ........ ... 901 927 1,040 (2.8) (13.9)

Equipment sales and rentals

The decrease of 7.5% in revenues on a comparable basis from “Equipment sales and rentals” in 2002
corresponds for the most part to the downward trend in telephone and Minitel (telematic terminals)
rentals and maintenance, which represented approximately half of the “Equipment sales and rentals”
revenue in 2002. At the same time, direct equipment sales increased by 20.9% due to dynamic ADSL
modem sales, which increased substantially during the fourth quarter of 2002, whereas other equipment
sales (in particular telephones, fax machines and small automated switches for businesses) fell by 12.2%
compared to the previous year.

Miscellaneous other revenues

The decrease of 24.2% in revenues on a historical basis from “Miscellaneous other revenues” relates
mainly to the reclassification in 2002 of revenues from maritime radio services as “Other revenues” under
the “Fixed line, voice and data services — Outside France” segment. On a comparable basis, the revenue
from “Miscellaneous other revenues” shows an increase of 9.3%, which mainly corresponds to non-
recurring revenues relating to network services.
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5.6.5.4 Fixed line, voice and data services — Outside France
(20.0% of consolidated revenues for 2002)

The “Fixed line, voice and data services — Outside France” segment includes the activities outside
France of the foreign subsidiaries of France Telecom not included in the scope of consolidation of the
Orange SA and Wanadoo SA groups, as well as French subsidiaries, holding companies for non-French
investments, and French subsidiaries that have ongoing, established activities abroad. At January 1, 2002,
France Telecom has amended the presentation of consolidated revenues from the “Fixed line, voice and
data services — Outside France” to highlight Equant’s revenue contribution. The other global services
have been reclassified under other revenues (outside France); this mainly relates to transportation
services provided to international telecommunications operators.

The following table sets forth the revenue contributions of the “Fixed line, voice and data
services — Outside France” segment for the years ended December 31, 2002 and 2001, and the
percentage changes between these periods. The data relating to 2001 revenue (historical and on a
comparable basis) has been restated according to this new presentation in order to make them
comparable to those for 2002.

The information presented on a comparable basis at December 31, 2001 set forth in the table below
reflects the consolidation of Equant as of July 1, 2001, the consolidation of TP Group (the Polish operator)
as of April 1, 2002, the consolidation of Telecom Argentina using the equity method as of January 1, 2002,
the impact of the network transfer of FTM Lebanon to the Lebanese government as of August 31, 2002,
the ceasing of TE.SA.M’s operations as of July 1, 2001, as well as the transfer of the wireless activities in
Egypt (Mobinil, ECMS, and MMEA) from the “Fixed line, voice and data services — Outside France” to the
“Orange” segment as of July 1, 2002.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable comparable
basis basis
(unaudited) historical (unaudited) historical
(in € millions) (% change)
Equant ... .. 2,842 3,007 2,131 (5.5) 334
Fixed line telephony ......................... 4,302 4,215 2,574 2.1 67.1
Wireless telecommunications services® ........ 1,195 929 1,430 28.6 (16.4)
Broadcasting .............. ... ... ... 224 229 216 (2.2) 3.7
Cabletelevision ..., 221 186 186 18.8 18.8
Otherrevenues .............ccuiiiininn... 548 624 427 (12.2) 28.3
Total ......... .. 9,332 9,190 6,964 1.5 34.0

(1) Excluding Orange.

On a historical basis, revenues from “Fixed line, voice and data services — Outside France” increased
34.0% in 2002 compared to 2001. This increase is related to the combined effects of several changes in
consolidation, including (i) the consolidation of Equant, since July 1, 2001; (ii) the accounting for Telecom
Argentina using the equity method since December 21, 2001, (until then was consolidated through
proportional integration); (iii) the consolidation through global integration of the Polish operator TP Group
since April 1, 2002. TP Group contributed €3.5 billion (for nine months of business, from April to December)
to the “Fixed line, voice and data services — Outside France” revenue; and (iv) the change in the business of
the subsidiary FTM Lebanon, which went from being a wireless services operator to a network manager on
September 1, 2002. Since such date, the revenue of FTM Lebanon no longer represents subscriber revenue
but remuneration established on a fixed-fee basis by the Lebanese government.
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On a comparable basis, the revenue contribution of the “Fixed line, voice and data services —
Outside France” segment increased by 1.5% in 2002.

Equant

On a comparable basis Equant’s revenue contribution decreased by 5.5% in 2002 compared to 2001.
This decrease reflects the decrease in revenues from integration services and from the SITA contract, and
is partially compensated by the increase in revenues from network services. Network services activity has
benefited from a significant increase in volume, which has however been accompanied by a decrease in
prices.

Business network services, which represented 53% of Equant’s revenue in 2002, increased by 1% on
a comparable basis, due to the good performance of direct sales, which increased by 5.9%, whereas the
revenue generated by indirect distribution channels decreased by 10.1% (with additional decreases owing
to Sprint and Deutsche Telekom, previous shareholders of Global One). The growth in IP (Internet
Protocol) services was sustained in 2002, while the demand for low speed protocols showed a decrease.
Equant’s revenue substantially increased in Central European and East European areas, which more than
offset the decrease in Latin America resulting from the economic difficulties in Argentina and Brazil. The
other areas mainly remained stable.

Integration services decreased by 9.1% in 2002 compared to 2001 on a comparable basis. Although a
reversal of this trend took place in the second half of the year, revenue remained affected by the
weakness of the economy as a whole.

At the same time, the revenue from the SITA contract decreased by 2.2% in 2002 compared to 2001
on a comparable basis. This decrease reflects the decrease in prices effective at July 2002, in line with the
agreements entered into at the time of the France Telecom transaction. This decrease was mitigated by
the resolution of several contractual elements going back to July 2001. (See “Item 4. Information on
France Telecom — 4.3.4 Fixed line, voice and data services — Outside France — Equant”.)

Fixed line telephony services

On a comparable basis, revenues from “Fixed line telephony services outside France” increased
2.1% in 2002. This resulted from the 58.8% growth in the Uni2 group’s revenues in Spain, which largely
explains the rapid growth in wholesale services to other operators. At the same time, TP SA’s revenues
represented two-thirds of the “Fixed line telephony services outside France” revenue in 2002. TP SA
provides local communications services and long distance national and international services. In this
respect, TP SA’s exclusive right to provide international telephone services in Poland came to an end in
December 2002. TP SA also offers (i) leased connection and data transmission services; (ii) radio-
communication services; and (iit) value added telephone services, such as audiotex. The outgoing
telephone traffic volume routed by TP SA in 2002 (31.9 billion minutes) has remained stable with respect
to the preceding year. The effect of lower telecommunications prices is partially compensated by the
increased revenue from subscriptions, resulting from the 3.4% increase in the number of TP SA
subscribers, for a total of 10.8 million subscribers at December 31, 2002. In total, the revenues presented
on a comparable basis of TP SA have decreased 3.3% in 2002 in comparison with the preceding year.

The total number of fixed telephone lines outside of France owing to France Telecom controlled
companies rose to 15.4 million at the end of December 2002, compared to 14.5 million (on a comparable
basis) at the end of December 2001, for an overall increase of 6.4% in the past year.

Wireless telephony

On a comparable basis, revenues from “Wireless operations outside France” (and outside of the
Orange group) increased 28.6% at the end of 2002. The growth in revenue mainly resulted from the rapid
development of the PTK Centertel business, a subsidiary of the Polish operator TP Group, whose revenue
increased by 55.6% on a comparable basis. This increase reflects the substantial growth of 60.8% in the
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number of subscribers, which reached 4.5 million active clients at December 31, 2002 compared to 2.8
million at December 31, 2001. Overall, the number of wireless subscribers outside France (and outside the
Orange group) for companies controlled by France Telecom increased 57.1%, from 3.5 million at
December 31, 2001 to 5.5 million at December 31, 2002 on a comparable basis.

Broadcasting

On a comparable basis, revenues from “Broadcasting outside France” decreased by 2.2%, reflecting
the continued decline of operations in the United States, which was partially offset by the continued
growth in European activity. The revenue contribution of the subsidiaries of TDF outside France
represented 31% of the revenue from “Broadcasting outside France” in 2002. France Telecom sold its
interest in TDF on December 13, 2002. See “Item 4. Information on France Telecom — 4.5
Divestitures — Withdrawal from TDF”.

Cable television

Revenues from “Cable television services outside France”, which reflect the activities of the Dutch
company, Casema NV, increased by 18.8% in 2002. The increase was partly attributable to the increase in
the price of analog subscriptions and the migration of subscribers towards more profitable packages. This
increase was also due to the growth in the number of subscribers: the number of cable television
subscribers reached 1,367,000 subscribers at December 31, 2002 compared to 1,351,000 subscribers at
December 31, 2001; similarly, the number of Internet access services subscribers increased from 91,000
subscribers at December 31, 2001 to 131,000 subscribers at December 31, 2002. On January 28, 2003,
Casema NV was sold to a consortium of investors composed of Carlyle, Providence Equity and GMT
Communications Partners.

Other revenues

The revenue growth of 28.3% in “Other revenues outside France” was mainly attributable to the
inclusion in 2002 of maritime radio services, previously ascribed to “Other revenues” under “Fixed line,
voice and data services in France”. On a comparable basis, “other revenues outside France” decreased by
12.2% compared to 2001. The substantial decrease in network engineering services and the installation
and maintenance of underwater cables was partially offset by the growth in satellite services.
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5.6.6 Consolidated Operating Costs and Expenses

The following table sets forth France Telecom'’s total operating costs broken down by major

components.
Year ended December 31,
2002 2001 2001
ona historical
comparable basis
(unaudited)
(€ millions, except percentages)™

Revenues ........... ... ... .. i, 46,630 100.0% 45,305 100.0% 43,026 100.0%
Costs of services and productssold ............. 18,558 39.800 19,061 42.1% 17,619  40.9%
Selling, general and administrative expenses .... 12,579 27.0% 13,023 28.7% 12,520 29.1%
Research and development expenses ........... 576 1.2% 586 1.3% 567 1.3%

Total operating costs and expenses before
depreciation and amortization and

provisions for the early retirementplan ... 31,713 68.0% 32,670 72.1% 30,706 71.4%
Operating income before depreciation and

amortization ...................... 14,917 32.0% 12,635 27.9% 12,320 28.6%
Depreciation and amortization (excluding

goodwill) .......... .. ... 7,910 17.0% 7,172 15.8% 6,910 16.1%
Amortization of actuarial adjustments in the early

retirementplan ............. ... ... L 199 0.4% 210 0.5% 210 0.5%
Total operating costs and expenses ......... 39,822 85.4% 40,052 88.4% 37,826 87.9%
Operatingincome .......................... 6,808 14.6% 5,252 11.6% 5,200 12.1%

(1) As a percentage of total revenues.

Ona

historical basis, total operating costs and expenses before depreciation and amortization,

increased by 3.3% between 2001 and 2002, compared to an 8.4% increase in revenues over the same
period. After depreciation and amortization of fixed assets and amortization of provisions for the early

retirement

of personnel this increase was 5.3%. It mainly corresponds to consolidation changes and to

significant developments including:

the consolidation of the TP Group at April 1, 2002;

the consolidation of the new Equant group as from July 1, 2001;

the consolidation of Digita at July 1, 2001;

the consolidation of QDQ Media at April 1, 2001;

the consolidation of eresMas through global integration at November 1, 2002;
the consolidation of Internet Telecom at January 1, 2002;

the consolidation of Freeserve at March 1, 2001;
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° the cessation of activities by TE.SA.M at July 1, 2001;
° the accounting for Telecom Argentina under the equity method from December 21, 2001;

° the transfer of ownership of the FTM Lebanon network to the Lebanese government on
August 31, 2002 and its complete removal from the scope of consolidation from that date;

° the deconsolidation of Telelistas at January 1, 2002;

° the accounting for Compagnie Nouvelle de Traitement des Paiements under the equity
method from July 1, 2001; and

° the sale of real estate resulting, on the one hand, in the sale of a first part of the assets
effective at December 31, 2001 and, on the other, the impact of lease expenses from March 15,
2002.

By comparison, on a comparable basis total operating costs and expenses before depreciation and
amortization of special items, net, decreased by 2.9% in 2002 compared to a growth in revenue of 2.9%
over the same period. Including depreciation and amortization of fixed assets and special and non-
recurring items, net, this variation represented a decrease of 0.6%. On the same comparable basis, total
operating costs as a percentage of total revenues decreased from 88.4% in 2001, to 85.4% in 2002.

Within a context of strong growth, the evolution of operating costs and their structure reflects the
Group’s approach, focusing on a balance between acquiring new customers and improving operational
profitability, as well as optimizing the structure and the network operation. One of the objectives of the
TOP program is to reduce external charges.

Excluding external purchases and spending, the two main components of operating costs were
personnel costs (€10,240 million at December 31, 2002 compared to €9,482 million at December 31, 2001
on a historical basis, of which €10,036 million excluding immobilized production), and depreciation and
amortization, excluding goodwill (€7,910 million at December 31, 2002 compared to €6,910 million at
December 31, 2001 on a historical basis).

Excluding costs relating to salaries and depreciation allowances, tangible assets and actuarial
adjustments in the early retirement plan, operating costs amounted to €21,677 million at in 2002 and
represented purchases of equipment and merchandise of €3,620 million, payments to third-party
operators of €6,758 million, studies, fees, and non-technical subcontracting costs of €1,640 million and
advertising, promotional, sponsorship, brand communication and sponsoring costs of €1,232 million.

Costs of services and products sold (excluding depreciation and amortization)

The cost of services and products sold consists of all direct and indirect production costs incurred to
provide and maintain services rendered to customers, including connection, carrying, supervision and
maintenance, as well as costs of goods and services purchased for resale, including amounts paid to other
international telecommunications operators.
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The following table sets forth the costs of services and products sold for each of the years ended
December 31, 2001 and 2002, as well as the historical percentage changes and those presented on a
comparable basis between these periods:

Year ended December 31,

2002 2001 2001 02 /01 02/ 01
ona ona
comparable basis comparable basis
(unaudited) historical (unaudited) historical
(€ millions) (%)
Costs of services and products
sold .............. ... ... ... ..., 18,558 19,061 17,619 (2.6) % 5.3 %

Overall, the cost of services and products sold increased by 5.3% on a historical basis between 2001
and 2002. This was largely due to changes in the scope of consolidation as described above.

On a comparable basis, the cost of services and products sold decreased significantly by 2.6%, while
revenues increased by 2.9%.

This decrease is mainly due to the following factors:

®  the improved productivity realized on the fixed-line network in France; and

®  the cost savings achieved by Equant, due to the synergies produced by the integration of the
Global One and Equant networks, which optimized network costs and reduced external
capacity purchasing costs.

This decrease was partially offset by cost increases due to growth in:

° France Telecom’s activities in the wireless network sector in the United Kingdom, France, and
internationally (primarily through Orange Romania and ECMS in Egypt);

° international fixed-line services, primarily Uni2 in Spain; and
o international activities in the Internet sector (primarily in the United Kingdom and Spain).

Selling, general and administrative expenses

The following table sets forth information concerning selling, general and administrative expenses
(excluding depreciation and amortization) for the years ended December 31, 2001 and 2002, and the
percentage changes between these periods.

Year ended December 31,

2002 2001 2001 2002/2001 2002/2001
ona ona
comparable basis  historical comparable basis historical
(unaudited) (€ millions) (unaudited)
(% change)
Selling, general and
administrative expenses . ...... 12,579 13,023 12,520 (3.4) 0.5

On a historical basis, selling, general and administrative expenses (excluding depreciation and
amortization) increased slightly by 0.5%. This restrained increase resulted mainly from the effects of the
scope of consolidation as described at the beginning of this section.
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On a comparable basis, selling, general and administrative expenses decreased by 3.4%, while
revenues increased by 2.9%. This decrease primarily reflects France Telecom’s efforts to control spending,
notably through:

° decreased subscriber acquisition costs for wireless telephony in the United Kingdom and
France resulting from the implementation of a policy aimed at building customer loyalty
rather than increasing client base;

° savings achieved by certain wireless telephony subsidiaries, such as Dutchtone in The
Netherlands, Mobistar in Belgium and Orange Denmark, partly resulting from the decrease in
overall subscriber acquisition costs;

° reduction in costs following the implementation of a cost-cutting program, as well as TP
Group’s restructuring plan; and

° the synergies achieved by Equant. The integration of the sales forces streamlined Equant’s
selling, general and administrative expenses.

Conversely, selling, general and administrative expenses reflected the effect of growth in certain
activities:

° in international wireless activities (notably Orange Communications SA in Switzerland and
Orange Slovensko) as well as in France and the United Kingdom (excluding acquisition costs);
and

° in Internet activities.

Research and development expenses

Research and Development expenses (excluding depreciation and amortization) totaled €576 million
in 2002, compared to €567 million in 2001, on a historical basis.

This maintenance of research and development expenses allowed France Telecom to better prepare
itself for the requirements of future markets, principally based on the activities of its Research and
Development Center, FTR&D. FTR&D is refocusing its activity towards the various entities of the group
(branches and subsidiaries), concentrating on two core activities:

° the expansion of its activity for France Telecom’s international subsidiaries, such as Orange
and Wanadoo, and

° the implementation of centres de compétences (skills centers) in sectors such as messaging, e-
commerce, IP networks, security and the development of wireless high speed Internet
technologies (Wi-Fi).

France Telecom'’s research and development activity is therefore in line with the accelerated pace
observed since 2001 in the core of the telecommunications business.

Overall, France Telecom has continued its efforts in research and development within the France
Telecom group compared to 2001, while pursuing its internationalization, for example, through its
collaboration with TP SA but also through its laboratories outside France (California, Japan, London and
recently Boston in cooperation with Orange).

For a breakdown of research and development costs, see “Item 4. Information on France Telecom —
4.7 Research and Development”.
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Depreciation and amortization (excluding goodwill)

Depreciation and amortization (excluding goodwill) increased 14.5% on a historical basis in 2002.
This increase was due in part to variations in consolidation, principally concerning:

° the consolidation of the TP Group, and

° the impact of the new Equant group.

This increase was partially offset by:

° the accounting for Telecom Argentina under the equity method, and

®  the significant decrease in depreciation and amortization of fixed assets following the sale of
real estate.

On a comparable basis, the increase was reduced to 10.3%. This increase is mainly due to the
growth in depreciation expense for wireless networks (mainly in the United Kingdom, France, The
Netherlands, Switzerland and Belgium). This increase was partially offset by a decrease in depreciation
expense for the fixed line telephony business in France, due to a decreased level of capital expenditure in
recent years.

Amortization of actuarial provisions in the early retirement of plan
At December 31, 2002, the amortization of actuarial adjustments in France Telecom’s early

retirement plan was a net charge of €199 million, compared to €210 million in 2001, and represented the
amortization of provisions for the early retirement plan.
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Personnel expenses

The following table sets forth personnel expenses but does not include the legal employee profit-
sharing, the charges relating to the updating or the change in actuarial assumptions relating to the
program for early retirement.

Year ended December 31,

2002 2001 2002/2001
(€ millions) (% change)

Personnel expenses
France TeleComM SA . ...ttt ettt 5,577 5,644 (1.2)
Domestic subsidiaries . ...........viniii i e 1,401 1,285 9.0
Totalin France . ... i 6,977 6,929 0.7
Internationalsubsidiaries ........... ... ... ... ... ... ... ... ... 3,262 2,553 27.8
Total ..o 10,240 9,482 8.0
Average number of employees (full-time equivalent)
Of which:

France Telecom SA . ... i 117,529 123,353 4.7)

Domestic subsidiaries . ...........c.couiiiiii i 23,532 21,911 7.4
Totalin France . ... i 141,061 145,264 (2.9)
Internationalsubsidiaries .............. ... ... ... ... ... ... ... 99,084 60,920 62.6
Total ..o 240,145 206,184 16.5
Number of employees at December 31,
Of which:

France Telecom SA . ...t e 117,772 124,050 (5.1)

Domestic subsidiaries . ......... ..ot 23,894 22,832 4.7
Totalin France ... . i 141,666 146,882 (3.6)
Internationalsubsidiaries ........... ... ... ... ... ... ... ... ... 101,907 64,672 57.6
Total ... 243,573 211,554 151

The 8% increase in personnel expenses between 2001 and 2002 was mainly due to the increase in
France Telecom’s international activities.

France Telecom’s average number of full-time equivalent employees increased 16.5%, the result of a
62.6% increase outside of France (mainly due to the consolidation of TP Group) while the average
number of full-time equivalent employees in France decreased 2.9%.

Changes in France Telecom’s workforce are expected to be affected by the following:

®  The continuation of France Telecom’s early retirement plan as well as ordinary attrition
representing a work force reduction of 22,000 employees over three years,

. The continuation of the restructuring plan within TP Group affecting 24,270 employees
between 2002 and 2004,

° A freeze on external recruitment during the first half of 2003, and

®  The effects of restructuring plans from the end of 2002, particularly regarding Orange.
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France Telecom SA

The average number of full-time equivalent employees of France Telecom SA decreased 4.7% in
2002. The decrease was due mainly to employee departures linked to France Telecom’s early retirement
plan. Since the implementation of the early retirement program in September 1996 until December 31,
2002, 21,598 employees have chosen to accept early retirement under the plan (excluding other pre-
existing early departure programs), including 4,205 employees in 2002.

France Telecom SA’s personnel expenses decreased 1.2% in 2002. This decrease was due mainly to a
reduction in workforce and to productivity gains realized in support services and networks that allowed
for an increase in the reassignment of personnel to France Telecom subsidiaries experiencing strong
growth. The increase in profit sharing resulting from the level of the operating income indicators, the
increase in salaries due to general measures by the public authorities, as well as the increase in the basic
salaries of employees subject to a collective bargaining agreement partially offset the impact of the
decrease in the workforce.

Domestic subsidiaries

The 7.4% increase in the average number of full-time equivalent employees of domestic subsidiaries
in 2002 (excluding the impact of the spin-off of GlobeCast France) was due to organic and external
expansion in wireless telephony and Internet services.

The change in personnel expenses in the domestic subsidiaries is mainly due to the change in the
workforce.

International subsidiaries

The 62.6% increase in the average number of full-time equivalent employees in international
subsidiaries between 2001 and 2002 reflected France Telecom’s growing international scope.

This increase was primarily due to the following effects of consolidation:

®  the consolidation of the TP Group as of April 1, 2002 (with 45,222 full-time equivalent
employees), and

®  the impact of the newly consolidated Equant as of July 1, 2001 (with 1,932 full-time equivalent
employees).

The number of employees in the international subsidiaries reflects the impact of the consolidation
of Telecom Argentina by the equity method (with 7,537 full-time equivalent employees).

On a comparable basis, the number of full-time equivalent employees in the international
subsidiaries decreased 5.1%.

The personnel expenses of the international subsidiaries increased 27.8% mainly due to the effects
of consolidation as referred to above.
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5.6.7 Net income

The following table presents information concerning operating income through net income for
France Telecom before and after exceptional provisions and exceptional amortization at December 31,
2002. The exceptional provisions and exceptional amortizations concern MobilCom, Equant, NTL, Wind,
Orange Communications SA, Kulczyk put, the effects of the political and economic situation in the lvory
Coast, JTC (Jordan) and deferred taxes.

Year ended December 31,

2002 2002 2002 2001 2002/2001
Before Impact of After After
exceptional exceptional exceptional exceptional
provisions and provisions and provisions and provisions and
exceptional exceptional exceptional exceptional

amortization amortization amortization amortization

(€ millions) (% change)
Operating income 6,808 6,808 5,200 30.9%
Interest expenses, net ........ (4,041) (4,041) (3,847) 5.0%
Foreign exchange gain/(loss),

net ... 136 136 (337) (140.4)%
Discounting of early retirement

plan ................ ... (216) (216) (229) (5.7)%
Other non-operating income/

(expense), net ............. (886) (11,963) (12,849) (5,904) 117.6%
Incometaxes................ (699) (1,800) (2,499) 2,932 (185.2)%
Employee profit sharing ...... (148) (148) (131) 13.0%
Equity in net income/(loss) of

affiliates ................. (367) (367) (890) (58.8)%
Minority interests............ (310) 480 170 714 (76.2)%
Income/(loss) before

goodwill amortization

minority interest ........ 277 (13,283) (13,006) (2,492) 421.9%
Goodwill amortization ........ (2,352) (2,352) (2,531) (7.1)%
Exceptional goodwill

amortization .............. (5,378) (5,378) (3,257) 65.1%
Netincome ................ (2,075) (18,661) (20,736) (8,280) 150.4%

Exceptional provisions and exceptional amortization
MobilCom

At the time of the statement of the half-year accounts at September 12, 2002, France Telecom
recorded a €7 billion provision for risks in the accounts at June 30, 2002, intended to cover the risks
related to the financial commitment linked to the development of MobilCom’s UMTS activities and to
depreciate in full the €290 million in loans granted during the first half of 2002.

After the announcement of France Telecom’s withdrawal, MobilCom received support from the
Federal Government of Germany who guaranteed a credit facility of €50 million from the Kreditanstalt fiir
Wiederaufbau to MobilCom to enable it to continue operations.

The Federal Government of Germany also appointed a mediator in charge of establishing, together
with MobilCom and France Telecom a plan for saving MobilCom. Given the support of the Federal
Government of Germany and the maintaining by France Telecom of its offer to purchase their loans, the
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members of the banking syndicate rescheduled the maturity of the Senior Interim Facility first to October
14, then October 30 then finally to November 30, 2002, thus preventing the immediate bankruptcy of

MobilCom.

As part of the support plan for MobilCom organized at the initiative and under the control of the
Federal Government of Germany, France Telecom began discussions with MobilCom and the mediator.
These discussions led to the approval of the MC Settlement Agreement, dated November 20, 2002, setting
up a plan for saving MobilCom which ends the agreements between MobilCom and France Telecom over
the development of UMTS in Germany.

The plan for saving MobilCom includes two separate parts:

A plan for saving the historic activities of MobilCom (service provider of GSM mobile
telephony, fixed line and Internet services) financed by a bank loan of €162 million issued by
four German financial institutions and guaranteed for 80% by the German Federal
Government and the Land of Schleswig-Holstein; and

The freeze of UMTS activities in which France Telecom participates.

The MC Settlement Agreement provides that:

France Telecom repurchases the loans granted by the members of the banking syndicate of
the Senior Interim Facility and the equipment suppliers (approximately €6 billion), who
subscribe, in proportion to their loans for perpetual bonds redeemable for shares of France
Telecom (TDIRA),

France Telecom waives the repurchased loans as well as the shareholder loans granted to
MobilCom in the past 2 years (approximately €1 billion) i.e. a total of approximately €7 billion,
and

France Telecom contributes to the costs of freezing the UMTS activities of MobilCom, for a
maximum amount of €580 million, which includes the indemnity for the termination of the
National Roaming Contract between E-Plus and MobilCom; these payments are spread over
the second half of 2002 and 2003 based on the actual costs borne by MobilCom; approximately
one quarter of this sum has been paid at the end of 2002.

The entire cost is already totally covered by the provision booked in the financial statements of
France Telecom.

Moreover the MC Settlement Agreement provides for:

MobilCom’s waiver of all claims against the France Telecom group (including Orange), and vice
versa, and

a clause of return to better fortune on the UMTS assets of MobilCom (including the license)
allowing France Telecom to recover 90% of the proceeds from an eventual sale of any UMTS
asset by MobilCom.

Moreover, this agreement envisages that Mr Gerhard Schmid waive any claims against the France
Telecom group (including Orange) and vice versa.

This agreement became final through the fulfillment of the following conditions precedent:

An agreement of France Telecom with the banking syndicate of the Senior Interim Facility as
well as with Ericsson Credit AB and Nokia OYJ regarding the repurchase of loans for perpetual
bonds redeemable into shares of France Telecom (TDIRA). This condition was completed with
the signing of the Assignment and Subscription Agreements on November 30, 2002.

The approval of the general shareholders meeting of MobilCom of the plan to save the historic
activities of MobilCom, the freeze of its UMTS activities as well as the waiver of all claims
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against the France Telecom group. The agreement provides that the MobilCom shares held by
Mr Gerhard Schmid and Millenium were to be placed in a trust with a commitment that the
plan to save MobilCom would be approved at a general shareholders meeting. This was done
and the approval was obtained in the general shareholders meeting of MobilCom held on
January 27, 2003.

®  The issuance, following authorization by the general shareholders meeting of France Telecom
on February 25, 2003, of the TDIRA (see Note 30 of the Notes to the Consolidated Financial
Statements). France Telecom made this issuance on March 3, 2003.

At December 31, 2002, the provision of €7,000 million set up at June 30, 2002 has been used for €285
million, of which €230 million has been used to depreciate the shareholder advances made to MobilCom
in the third quarter of 2002.

The provision of €6,715 million at December 31, 2002 is intended to cover:

®  The cost of acquiring the MobilCom loans granted by the banking syndicate and the
equipment suppliers, i.e. the nominal value of the TDIRA to be issued for a maximum amount
of €6,101 million — given their characteristics, the TDIRA will be accounted for at their
nominal value in “non refundable funds and assimilated” (quasi-equity), and

° The contribution to the freeze of UMTS activities, for a maximum amount of €580 million.

In February 2003, Gerhard Schmid filed for personal bankruptcy and the Flensburg tribunal
appointed a temporary legal administrator. This procedure, if continued, could give rise to a challenge of
the validity of the transfer of the Gerhard Schmid’s shares into the trust and his waiver of any claims
against the France Telecom group, including Orange. Between March 15 and June 30, 2002, Gerhard
Schmid sought five times to exercise his option to sell to France Telecom 21.6 million shares in MobilCom
at prices to be determined by experts, which could be in excess of current market prices for those shares.
If Gerhard Schmid’s waivers were invalidated, he could make a claim for the price of the shares based on
his put option or he could allege damages and interest against France Telecom for lost share value arising
from an alleged wrongful termination by France Telecom of the Cooperation Framework Agreement.
France Telecom believes that Gerhard Schmid’s waiver is valid and that any claims he may make are
unfounded. Shareholder suits have also been filed in Germany in February 2003 by MobilCom
shareholders contesting the resolutions adopted by the MobilCom shareholders’ meeting on January 27,
2003 relating to the approval of the MC Settlement Agreement and the election of certain Supervisory
Board members. France Telecom believes that the outcome of the litigation would not affect the validity
of the MC Settlement Agreement.

The provision for risk corresponds to the best estimate of the MobilCom risk for France Telecom, on the
basis of the Cooperation Framework Agreement with MobilCom, the Senior Interim Facility banks and the
agreements with the equipment suppliers, at the date of the financial statements given the assessment of its
legal position with respect to the different claims which could be made against it.

Equant

Compared to France Telecom’s objectives at the time of the successive acquisitions of Global One
and Equant, the limited growth in sales, as well as the uncertainties linked to the persistence of a
worsened economic and competitive environment, as seen during the fourth quarter of 2002 when
preparing the 2003 budget, led to the application of a perpetual growth rate less than year five to an
increase in the discount rate by one point.

Following this review, an exceptional amortization of goodwill was recorded for €4,244 million, in
addition to the impairment of the goodwill of Radianz (see Note 7 in the Notes to the Consolidated
Financial Statements), amounting to €4,375 million (€4,300 million for France Telecom’s share). As a result,
the book value at the closing date for Equant was reduced to €1,570 million for France Telecom’s share.
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NTL

At the beginning of 2002, NTL commenced a process of financial restructuring and prepared a
business plan based on the entry of a new strategic shareholder. After the 2001 financial statements were
issued, the strategic investors with whom NTL was in negotiation withdrew. On May 8, 2002, NTL filed for
bankruptcy protection in a United States bankruptcy court. On September 5, 2002, a financial
restructuring plan, previously approved by the bondholders of NTL, and by France Telecom, was approved
by the bankruptcy court. It is applicable from January 10, 2003.

Under this plan, NTL and its subsidiaries have been reorganized into two separate groups around
the former holding companies previously called NTL Communications Corporation (now NTL
Incorporated) regrouping the British and Irish operations and NTL Incorporated (now NTL Europe, Inc.),
regrouping the networks of continental Europe, with the exception of the investment of 27% in Suez
Lyonnaise Telecom (Noos), which was transferred to France Telecom. See Note 10 in the Notes to the
Consolidated Financial Statements.

In accordance with this plan, France Telecom received in exchange for its NTL preferred and
common shares and the payment of $25 million:

° 6,040,273 NTL Incorporated warrants exercisable until January 10, 2011, and giving the right to
10.68% of the ordinary shares of NTL Inc. (before dilution) at an exercise price of $309.88 per
share. In mid-February 2003, the market value of these warrants was to approximately $2
million.

° 376,872 ordinary shares in NTL Europe Inc. (representing 1.9% of the ordinary shares of NTL
Europe, Inc. before dilution), which are not publicly traded.

At the close of its 2001 financial statements, France Telecom had reassessed the value in use of its
investment in NTL in the context set out above of the search by NTL for a new strategic investor. This had
lead to the recording of a non operating charge of €5,910 million.

Following NTU's restructuring plan, France Telecom recorded in the first half of 2002, a
supplementary provision of €1,633 million (adjusted to €1,641 million at December 31) in non operating
charges, including:

° an additional provision for the call option held by financial institutions on preferred shares
which were ultimately bought by France Telecom on July 12, 2002, for $1.1 billion. A provision
relating to this commitment had already been made in 2001 for €811 million.

° a provision for additional depreciation of the shares held in the balance sheet, to write them
down to zero.

Wind

As part of the strategic review of its investments performed in the fourth quarter of 2002, France
Telecom reassessed the value in use of Wind. This was determined on the basis of a multi-criteria
approach. On this basis, an impairment charge of €1,695 million has been recorded of which €371 million
through shareholders’ equity (including €320 million for the group share) for the amount of revaluation
previously recorded via shareholders’ equity (see Note 3 in the Notes to the Consolidated Financial
Statements) and €1,324 million in non operating charges (i.e., €1,142 million for the group share).

An additional provision for risks related to Wind, amounting to €303 million, was recorded at
December 31, 2002 in other liabilities.
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This depreciation has been allocated firstly to the intangible assets arising in Wind from its
regrouping with Infostrada.

Orange signed an agreement on March 20, 2003 relating to the sale of its interest in Wind to Enel.
See “Item 4. Information on France Telecom-4.5 Divestitures”.

Orange Communications SA

Within the review of the actual value of the goodwill at the end of the financial period 2002, a
depreciation through the exceptional amortization of Orange Communications SA was recorded for €872
million (€872 million for the group’s share), reducing its value to €2,321 million (including current
accounts) for the group share.

Kulczyk put (see Note 18.4 in the Notes of the Consolidated Financial

Statements)

The shareholder agreement between France Telecom and Kulczyk Holding includes the following
clauses relating to the transfer of TP SA shares: (i) France Telecom has a preemption right over any transfer
of TP SA shares by Kulczyk Holding: (ii) France Telecom has a call option enabling it to purchase from
Kulczyk Holding its original investment of 10% in TP SA (held through Tele-Invest) and its investment of
3.57% (held through Tele-Invest Il) after July 2006 or earlier in the event of change of control or of violation
of Kulczyk Holding’s obligations, at a price equal to the higher of the acquisition cost plus 15% per year
accrued interest and market value of the shares; (iii) Kulczyk Holding holds a put option enabling it to sell to
France Telecom its original investment of 10% in TP SA and its further investment of 3.57% between
October 2003 and January 2007, at a price equal to its acquisition cost plus accrued interest less dividends
paid; the banks who financed the purchase by Tele-Invest and Tele-Invest II, 100% subsidiaries of Kulczyk
Holding, of TP SA shares can also demand, under certain conditions (notably the insolvency of Kulczyk
Holding or default on certain of its financial commitments, non respect by France Telecom of certain
financial ratios — see Note 16.2 in the Notes to the Consolidated Financial Statements) that France
Telecom takes possession of all the shares which the banks may hold as security (or their rights on these
shares) at a price equal to the residual credit plus interest. The amount of this commitment was
approximately €1.9 billion at December 31, 2002.

The low probability of a substantial increase in the price of TP SA shares by the beginning of the
period of exercisability of the Kulczyk Holding put option has made it likely that Kulczyk Holding will
transfer its holding in TP SA to France Telecom between October 2003 and January 2007, at its purchase
price plus accrued interest less dividends paid. As a result, the difference between the amount of the
commitment and the useful value of TP SA shares receivable was covered by a provision for €571 million
at December 31, 2002 (see “Item 11. Quantitative and Qualitative Disclosures about Market Risk — 11.1.2
Liquidity Risks” and Notes 18 and 25 to the Notes to the Consolidated Financial Statements).

Orange restructuring costs

A non-recurring provision of €490 million (€423 million for the group’s share, €67 million for minority
interests) related to restructuring costs within Orange, including €252 million linked to the withdrawal
from Sweden announced in December 2002, was recorded at December 31, 2002. This provision
represents a part of the reorganization costs described in “Item 4. Information on France Telecom — 4.2.1
“Ambition FT 2005” Plan”, the impairment of fixed assets and the contractual commitments of Orange
existing in Sweden as of December 31, 2002.

lvory Coast

Given the recent degradation of the political and economic situation in the lvory Coast, France
Telecom has decided to depreciate on the value of its assets in this country (Orange lvory Coast and Cl
Telcom) in its accounts at December 31, 2002, in the amount of €343 million, recorded as non operating
expenses (€99 million in minority interests, reducing their value to zero). The impact on France Telecom’s
share of net income was approximately €244 million.

The value of France Telecom’s international investments in telecommunications companies outside
of Western Europe could be greatly affected by political, economic, and legal changes in the countries
concerned. See “Item 3. Key Information — 3.3.1 Risks Relating to France Telecom’s Business” for a
description of these risks.
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JTC (Jordan)

Within the review of the actual value of the goodwill at the end of the financial period 2002, a
depreciation through the exceptional amortization of JTC (Jordan) was recorded for €131 million (€115
million for the group’s share) reducing its value to €309 million (including current accounts) for the group
share.

Deferred Taxes

See “Income Taxes” below.

Interest expense, net and exchange gains/(losses), net

Interest expense, net stood at €4,041 million in 2002 as compared to €3,847 million in 2001, an
increase of €194 million. The increase in financial costs can be explained on the one hand by the increase
in the average amount of the net consolidated debt and, on the other hand, by the increase in applicable
interest rates: activation of the step-up clauses on the bonds and the deterioration in the terms on the
€15 billion credit line following the deterioration in France Telecom’s rating.

Net interest expense will be impacted in the future by the TDIRA issuance of €6.1 billion bearing
capitalized interest at 7%. See “5.5 Recent Developments — Issue of perpetual bonds redeemable into
shares (TDIRA)”, and Note 30 in the Notes to the Consolidated Financial Statements. The impact of these
financial charges is estimated at €354 million in 2003, €438 million in 2004 and €456 million in 2005.

Exchange gains/(losses), net in 2002 showed a book gain of €136 million (against a book loss of €337
million at December 31, 2001). This gain comes predominantly from the dollar exchange position. The
exposure of France Telecom to the currency risk on the debt is presented in “Item II. Quantitative and
Qualitative Disclosures about Market Risk — 11.2 Market, Interest Rate and Foreign Currency Risk
Management — Foreign currency risk management”.

France Telecom’s net debt stood at €68,019 million at December 31, 2002, compared to €63,423
million at December 31, 2001 and €69,696 million at June 30, 2002. The calculation of net debt is in
accordance with the definition and data calculation set forth in Note 12 in the Notes to the Consolidated
Financial Statements. It includes €11,192 million in convertible or exchangeable bonds (€10,750 million at
December 31, 2001).

The average maturity of the net debt decreased in 2002; it fell from 4.6 years at December 31, 2001
to approximately 4 years at December 31, 2002. This decrease in average maturity can be explained by
the small amount of bonds issued in 2002 (€3.5 billion) for refinancing purposes. The rise in the weighted
average annual cost of France Telecom’s net outstanding debt from 5.82% to 5.90% between December
31, 2001 and December 31, 2002 is due to the application of step ups to a significant share of the debt
(€24.6 billion) and by the increase in issue margins requested by bond investors. However, the increase in
the average cost of the debt was limited to 8 basis points, partly due to the decrease in short term interest
rates (the EURIBOR 3-month average fell from 4.26% in 2001 to 3.32% in 2002) and also to the fact that
the step-ups had an impact spread out over time on specific bonds (the coupon increase is not prorated,
but made after the payment of the current coupon).

The instantaneous weighted average interest rate of long term financial debts including bank loans
and bonds, representing an average nominal interest rate of long term debt on a given date, increased
from 5.29% at December 31, 2001 to 6.07% at December 31, 2002.

The reduction in interest rates led France Telecom to increase the share of its fixed-rate debt, after
swaps, from 66% at December 31, 2001 to 72% at December 31, 2002.
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It is France Telecom’s policy not to engage in speculative derivative transactions. Since most
derivatives are entered into to hedge business exposures, market risk in these instruments is largely offset
by the risks created by the hedged items. See Note 16 in the Notes to the Consolidated Financial
Statements for a discussion of derivative instruments. Information concerning risks related to financing of
investments can be found in “Item 3. Key Information — 3.3.1 Risk Factors Relating to France Telecom'’s
Business”. Information concerning risks related to France Telecom'’s debt level can be found in “Iltem
3. Key Information — 3.3.2 Risk Factors Relating to the Telecommunications and Wireless Industries”.

See Note 17 to the Notes to the Consolidated Financial Statements for a discussion of derivative
instruments and their fair value.

Equity in net income/(loss) of affiliates

At December 31, 2002, equity in net income of affiliates showed a loss of €367 million, compared to
a loss of €890 million in 2001.

In comparison with the net income of equity affiliates at December 31, 2001, an increase of €523
million was reported, which is due primarily to the following developments:

Developments which had a positive impact on equity in net income/(loss of affiliates):

° MobilCom’s equity value, which was reduced to zero at December 31, 2001, meant that no
equity in net income was recorded since January 1, 2002, compared to a loss of €178 million
recorded during 20071;

° Telecom Argentina’s equity value, which was reduced to zero at December 21, 2001, after a
total depreciation of the company’s value, meant that no equity in net income was recorded
since January 1, 2002, compared to a loss of € 178 million recorded during 2001;

®  The share of income recorded for Eutelsat, accounted for using the equity method as of
January 1, 2002, had a positive impact of €70 million;

° The deconsolidation of Technocom effective January 1, 2002, compared to a loss of €31 million
recorded at December 31, 2001; and

®  Thessale of TPS to TF1 on May 6, 2002 had a positive impact of €25 million on net income of
equity affiliates.

These developments were offset by the following companies’ income, accounted for using the
equity method:

®  Anoticeable reduction of the equity in net income of TP Group (TP SA and PTK Centertel in
Poland) which was fully consolidated from April 1, 2002, whereas it had been accounted for
using the equity method since October 1, 2000, resulting in a negative impact of €45 million;

®  The equity in net loss of TA Orange (formerly BITCO) which can be explained by the growth of
costs following its commercial launch during the first half of 2002, resulting in a negative
impact of €22 million.

Other non-operating income/(expense), net

In 2002, before exceptional provisions and exceptional amortization, other non-operating income
and expenses showed an overall loss of €886 million, compared to a gain of €3,476 million at December
31, 2001. This amount includes capital gains and losses from sales of assets, income from dilution, other
provision movements, costs of the sale of receivables and dividends.
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Capital gains and losses from the sale of assets

The main items included in this category in 2002 were the capital gains realized on the withdrawal
from TDF for €486 million, the capital gains realized on the sale of Panafon for €274 million, the capital
gains realized on the sale of France Telecom'’s holding in Télévision Par Satellite (TPS) for €177 million,
the capital gains realized from the partial sale of Pramindo Ikat for €26 million, as well as the loss of €41
million from the July 2002 settlement of the off-balance sheet commitment on CCIC securities.
Furthermore, income from dilution recorded for eresMas by Wanadoo totaled €35 million.

In 2001, sales of assets reflected capital gains of €1,068 million for the sale of the first part of the
France Telecom’s holdings in STMicroelectronics, €401 million for Sema Group plc and €181 million for
Sprint Fon, net of exchange adjustments. The first phase of a sale of real estate assets by France Telecom
resulted in capital gains of €705 million net of costs. In addition, other non-operating income and
expenses also included, at December 31, 2001, income from dilution totaling €1,086 million related to
Wanadoo’s acquisition of Freeserve in the United Kingdom and QDQ Media in Spain. It also included the
income from dilution in connection with the contribution of Infostrada to Wind for €934 million, as well
as a profit of €482 million following the final valuation of Global One in the context of its merger with
Equant.

Movements in other provisions

Other than capital gains, other non-operating income and expenses included allowances for
provisions for certain foreign holdings. These relate to the reassessment of the useful value of these
companies within the strategic review in progress (see “Item 4. Information on France Telecom — 4.2.1
“Ambition FT 2005” Plan”) and, in 2002, related to:

° Uni2 for €192 million;

° Dutchtone for €212 million (€183 million for the group share);

° Connect Austria for €132 million (€114 million for the group share);

. Optimus for €30 million (€26 million for the group share);

° Telinvest securities for €61 million;

. GlobeCast securities for €45 million; and

. Novis and Clix securities for €45 million.

Furthermore, a provision for NTL and Morgan Stanley Dean Witter Capital Partners IV LLC current
accounts (relating to the Noos transaction) for €285 million and a provision of €52 million relating to the
expected loss on the sale of Casema securities were recorded in 2002. Sprint securities were depreciated
by €39 million and a provision for Intelig was recorded in Brazil for a total of €145 million.

In 2001, other provision movements included a net write-back of €396 million of the reserve taken at
December 31, 2000 for the Global One/Equant transaction, a provision of €134 million relating to TE.SA.M,

and provisions relating to the realizable value of certain non-strategic foreign subsidiaries, including €141
million for Intelig.

Other

Finally, other non-operating income and expenses included, at the end of December 2002, the costs
related to the debt and carry-back securitization operations for €62 million, costs for France Telecom SA
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securities for a total of €60 million, as well as the costs of consolidating Equant for €48 million. An
additional cost for the distribution of bonus Deutsche Telekom shares (price adjustment linked to the
agreement for the sale of Deutsche Telekom shares held by France Telecom) resulted in a provision for
€58 million.

Exceptional provisions

Other non-operating income and expenses also included, at December 31, 2002, exceptional
provisions for €11,963 million, consisting of :

° €7,290 million for MobilCom;
®  €1,641 million for an additional provision for NTL;

®  €1,627 million relating to Wind (€1,404 million impacting on France Telecom'’s share of net
income);

. €571 million for the commitment to buy back TP SA shares from Kulczyk Holding;

® €490 million (€423 million net for the group share) relating to restructuring costs within
Orange, €252 million of which was related to the withdrawal from Sweden announced in
December 2002; and

® €343 million (the impact on France Telecom’s share of net income being €244 million) for the
depreciation of assets in the lvory Coast (Cl Telcom and Orange Ivory Coast).

In 2001, exceptional provisions amounted to €9,380 million, including (i) €5,910 million in provisions
for the depreciation of ordinary NTL shares, preferred shares, convertible bonds and miscellaneous costs,
(ii) €2,077 million as a provision for risks and expenses related to Equant CVRs and (iii) €1,393 million
(€1,260 million net for the France Telecom group share) related to the depreciation of MobilCom shares
accounted for using the equity method.

Income taxes

France Telecom files a consolidated tax return for all French subsidiaries in which it holds 95% or
more of the share capital. Following Orange’s share offer and listing in February 2001, Orange SA and its
French subsidiaries formed a separate consolidated tax regime as of 2002. Following Wanadoo’s share
offer and listing in July 2000, Wanadoo SA and its French subsidiaries formed a separate consolidated tax
regime as of 2001.

The following table provides a tax breakdown for the consolidated tax regimes and for the other
subsidiaries:

Year ended
December 31,

2002 2001

(€ millions)
Income/(Charge)
France Telecom SA . ..ot (1,588) 3,861
OFaNEE SA .ttt (531) (594)
Wanadoo SA .o e 68 (26)
Other France Telecom Affiliates (Franceand abroad) ............. ... oo, (448) (309)
Total taxes for France Telecom ............ ... .. .. (2,499) 2,932




Corporate taxes for 2002 are calculated by applying an estimated effective year-end tax rate to
income before taxes for 2002. In France, deferred taxes are calculated on the basis of the approved tax
rate, i.e., 35.43% for 2002 and subsequent years.

The decline of France Telecom’s share price in 2002, which is reflected as tax-deductible provisions,
as well as the NTL and MobilCom risk, have led to a significant increase in losses that can be carried
forward for tax purposes for the France Telecom consolidated tax group. As a result, the provisional
deadline for recovering deferred tax assets has been postponed beyond the eight-year time frame used
when the 2001 accounts were closed.

In this context, the application of the conservatism principle, which in accounting terms provides
for the recognition of deferred tax assets, led the tax group of France Telecom SA to recording provisions
on deferred tax assets generated during 2002 (€891 million) as well as recording €1,800 million in
provisions on the amount of deferred taxes at December 31, 2001. Therefore, the net deferred tax charge
of France Telecom’s consolidated tax regime is €1,602 million after taking into consideration the tax
related to dividends for 2002 (€198 million recorded for provision movements). The ability to commence a
subsequent revival will be largely dependent on the implementation of the TOP program and the capital
increase.

France Telecom believes that, on the basis of its budgets, strategic plans and financing plans
reflecting the financial position at December 31, 2002, the deferred tax asset kept on the balance sheet
for France Telecom and the companies of its consolidated tax regime may be recovered based on the
existence of taxable profits expected for the next eight financial years on its activities as fixed line
operator in France, activities that are historically profitable. Moreover, due to these results and to the tax
mechanism for deferred amortization, the portion of the loss carry-forwards that cannot be carried
forward indefinitely should be entirely used within the five-year legal limit. The remainder of the loss can
be carried forward indefinitely.

In 2001, France Telecom and its consolidated tax group recorded a significant loss for tax purposes
primarily resulting from the listing of Orange SA and the sale of France Telecom shares to SITA as part of
the purchase of Equant. The tax loss generated a tax carry-back of €1,630 million and a loss carry-forward
of €2,231 million.

In December 2001, France Telecom transferred to a credit agency the tax carry-back credit it held
against the French Treasury, of which €1,111 million was in exchange for bonds which were cashed during
the financial year 2002.

The following table analyzes the tax breakdown for France Telecom’s consolidated tax group as
follows:

Year ended
December 31,

2002 2001

(€ millions)

Income/(Charge)

Carmy-back ... 0 1,630
Other CUMENt taXES . ..ottt e e e e e e e e 14 (26)
Deferred taXeS ...ttt 1,089 3,007
Effect of depreciation and actualization of deferredtaxes ........................ (2,691) (750)
EffectiVe tax ... .o (1,588) 3,861

France Telecom and its principal French subsidiaries were the subject of tax audits relating to the
fiscal years 1998 and 1999. These audits are partially concluded and any adjustments relate for the
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most part to discrepancies in tax bases. The companies in question have made their comments known.
France Telecom is awaiting the final conclusion from the tax authorities.

Employee profit sharing

Under the law of July 26, 1996 and applicable French labor legislation, France Telecom has been
subject to employee profit sharing requirements since January 1, 1997. The profit sharing agreement,
signed with France Telecom’s major labor unions, includes France Telecom’s French subsidiaries whose
capital is directly and indirectly owned at more than 50%.

The corresponding charge amounted to €148 million at December 31, 2002, compared to €131
million at December 31, 2001.

Income/(loss) before goodwill amortization

Before exceptional provisions and exceptional amortization, income before goodwill amortization
decreased from €5,024 million at December 31, 2001 to €277 million at December 31, 2002. After non-
recurring provisions, that amount was a loss of €13,006 million at December 31, 2002, compared to a loss
of €2,492 million at 31 December 2001.

Goodwill amortization

In 2002, the recurring goodwill amortization charge amounted to €2,352 million, compared to €2,531
million at December 31, 2001, primarily due to the significant financial investments undertaken in
connection with France Telecom’s international expansion, especially during 2000. Amortization of this
goodwill in 2002, in particular for Orange, including Orange plc for €1,133 million and Orange
Communications SA in Switzerland for €129 million, Wind for €47 million, Bitco in Thailand for €17
million, Equant for €511 million, TP Group for €130 million and Freeserve for €97 million, is over a period
of 20 years.

In preparing its accounts, France Telecom evaluated the current value of goodwill, defined as the
highest value between the material and use values.

The degree of analysis with which France Telecom assesses the recoverable value of goodwill
relating to its principal sub-groups is as follows:

®  the recoverable value of Orange is assessed at the level of the segment resulting from the
regrouping of the acquired wireless activities of Orange plc and those held previously by
France Telecom;

®  the recoverable value of Equant is assessed at the level of its sub-group in which the previously
held activities in Global One have been integrated;

° the recoverable value of Wanadoo is assessed at the level of each of its two activities: the
Internet activities (present notably in France, England and Spain) and Directory activities
(present notably in France and Spain); and

° the recoverable value of TP Group is assessed at the level of its sub-group.

France Telecom estimates that this level of analysis reflects:

° the business and market characteristics similar in each of the entities under review
(technology, trademark, customers, marketing);

° the sharing by these entities of common resources (tools, R&D, management, financing); and
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° the strategic premiums accepted by France Telecom to acquire these activities in order to
regroup them with those held previously within coherent sub-groups benefiting from
increased development potential.

Given the short term volatility of stock market valuations and the strategic nature of its
investments, France Telecom gives preference to the discounted cash flow method when assessing value
in use. These are determined using economic assumptions and forecast operating conditions used by the
management of France Telecom, as follows:

° the cash flows are those of business plans established between November 2002 and January
2003 issued from a process of strategic planning, over an appropriate time frame between 5
and 10 years,

° beyond this time frame, cash flows are extrapolated by applying a perpetual rate of growth
specific to each activity, and

®  the discounting of these flows is performed using rates appropriate to the nature of these
activities.

Within the context of the examination of the current value of goodwill realized during fiscal year
2002,

° the business plans confirm the hypothesis of moderated growth compared to 2001, and

° the perpetual growth rate and discount rate have been reviewed together with a spread,
“discount rate less perpetual growth rate”, which has increased compared to 2001 to reflect
the changes in the economic conditions in the last six months of 2002 and a downward re-
assessment of the long term growth hypothesis, with the special exception of Wanadoo
directories due to the development of its online services.

Fiscal Fiscal
Year Year
2002 2001
Time
frame of Perpetual Perpetual
business Discount growth Discount growth
plan rate rate Spread Rate rate Spread
Orange ............ 10 years 9.0 3.0 6.0 9.0 3.5 5.5
Equant ............ 5 years 10.5 3.0 7.5 9.5 4.0 5.5
Wanadoo 10 years
- Internet ......... 10 years 12.5 4.5 8.0 10.0 5.0 5.0
- Directories ....... 10 years 9.0 3.5 5.5 8.0 3.0 5.0
(wireless)
TP Group .......... 5 years 10.5 3.0 7.5 NAM NA®M NAM

(fixed line)

(1) Take-over and consolidation of TP SA in April 2002.

Realized cash flows resulting from the revision of business plans and the perpetual growth or
discount rates remain higher than the consolidated accounting values of the sub-groups’ activities with
the exception of Equant for which a depreciation was recorded. See “Exceptional provisions and
exceptional amortization”, above.
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At December 31, 2002, the excess of estimated value in use over carrying value and the sensitivity of
value in use to a one point change in one point of the perpetual growth rate or discount rate respectively

is as follows (France Telecom group share):
Impact of a one

point decrease/
increase in the

Excess of value Perpetual

in use over growth Discount
(in billions of Euros) carrying value rate rate
(0] 1 0 = PP 124 -5.0/+7.1  +11.4/-8.2
BQuant ... 0.0M  -0.1/+0.2 +0.2/-0.2
Wanadoo
—Internet ... ... . 5.0 -0.4/+0.5 +0.9/-0.7
—DIreCtories . ..ot 3.3 -0.3/40.5  +0.8/-0.5
TP GrOUP oottt e 0.3 -0.5/40.6  +0.9/-0.7

(1) After depreciation.

At December 31, 2002, exceptional amortization of goodwill amounted to €5,378 million and bears
on:

—  Equant for an amount of €4,375 million (a net impact of €4,300 million on France Telecom’s
share), bringing its book value at closing to €1,570 million.

— Orange Communications SA (Switzerland) for an amount of €872 million, bringing its book
value to €2,321 million following the revision of its business plan (10 year time frame, 3%
perpetual growth rate, 9% discount rate) and taking into account the goodwill in France
Telecom’s consolidated accounts, which reflects a 100% valuation of Orange Communications
SA on the basis of the buy-back of 42.5% of E.On’s holdings in November 2000.

— JTC (Jordan) for an amount of €131 million (€115 million on France Telecom’s share), bringing
its book value at closing to €309 million.

See “Non-recurring provisions and exceptional amortization”, above, for more detail.

Net income (loss)

Before exceptional provisions and exceptional amortization, France Telecom had a consolidated net
loss of €2,075 million in 2002, and a loss of €20,736 million after non-recurring provisions.

5.7 Analysis by Segment — 2001 vs. 2000

France Telecom operates in the telecommunications business sector, separating its business into
segments that it has identified using operational criteria such as growth potential of relevant markets,
France Telecom'’s overall investment strategy and potential profitability. France Telecom has defined its
four segments as follows: “Orange”, “Wanadoo”, “Fixed line, voice and data services — France” and
“Fixed line, voice and data services — Outside France”. France Telecom’s segments are subject to change
in the future depending on developments in its strategic choices. The information presented below is

shown before inter-segment eliminations.

5.7.1 Orange

The “Orange” segment encompasses France Telecom’s wireless activities in France, the United
Kingdom (including Orange plc operations from the date it was acquired by France Telecom) and the rest
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of the world, other than some wireless operations not integrated in this segment (i.e. MobiNil/ECMS in
Egypt, Voxtel in Moldova and FTML Lebanon).

The following table sets forth the principal key figures for the activities of this segment for the years
ending on December 31, 2000 and 2001 on a comparable and historical basis.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)
Revenues for GSM network .......... 13,434 10,231 7,815 31.3 71.9
Revenues ............. ... 15,087 12,059 9,025 25.1 67.2
Operating income before depreciation
and amortization® ................ 3,288 1,765 1,668 86.3 97.1
Operating income before depreciation
and amortization/network
FEUENUES . ... ..ttt i 24% 17% 21%
Operating income .................. 1,440 383 633 276.0 127.5
Investments in UMTS licenses ........ 873 7,268 7,068
Investments in tangible and intangible
assets (other than UMTS licenses) ... 3,356 3,361 2,449 (0.1) 37.0

(1) Operating income before depreciation and amortization and before amortization of provisions relating to early retirement.

On a historical basis, revenues for the Orange segment increased 67.2%, due mainly to the effect of
the full consolidation of the U.K. wireless operator Orange plc as of September 1, 2000.

On a comparable basis, revenues increased 25.1% due to increases in all three Orange sub-
segments. Revenues from “Orange France” increased nearly 21%, due mainly to a 25% increase in the
number of customers (17.8 million at December 31, 2001). Revenues from “Orange UK” increased 27% in
2001, and the number of Orange UK customers increased by 269% to reach 12.4 million at December 31,
2001. Revenues from other operations, principally from wireless operations in Europe, increased as well,
with strong revenue growth in Belgium, The Netherlands and Romania. Overall, revenues from “Orange
outside France and the United Kingdom” increased 34.1% in 2001.

On a historical basis, operating income before depreciation and amortization for the Orange
segment nearly doubled between 2000 and 2001. This strong growth resulted, in part, from the effect of
the acquisition of Orange plc, consolidated for the last four months of 2000 and all of 2001, and also from
increased profitability in France, where the margin of operating income before depreciation and
amortization to network revenues increased from 319 to 35% in 2001. While the number of customers in
France reached 3.5 million in 2001, total subscriber acquisition costs in France decreased 11% in 2001 due
to a 13% decrease in subscriber acquisition costs per gross new connection over the same period. Unlike
Orange SA’s competitors, notably in France, Orange SA includes its subscriber acquisition costs in the
operating costs of the period during which they are incurred.

This increase was also due to the improved profitability from the internal growth of Orange outside
of France and the United Kingdom, notably Mobistar in Belgium and Orange Romania.

On a comparable basis, operating income before depreciation and amortization for the Orange
segment increased more than 86%, or €1,523 million in 2001, while operating income before depreciation
and amortization for Orange France increased approximately 43% and operating income before
depreciation and amortization for Orange UK increased more than 68%. The segment’s operating
profitability increased by more than seven points and the margin of operating income before depreciation
and amortization to network revenues increased from 17% in 2000 to 24% in 2001. The operating income
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before depreciation and amortization margin for Orange France increased from 30% in 2000 to 35% in
2001, and that of Orange UK increased from 23% in 2000 to 28% in 2001.

Investments in tangible and intangible assets by Orange, other than UMTS licenses, increased 37%
in 2001, notably due to effects of the acquisition of Orange plc, fully consolidated from September 1,
2000, and Orange Communications SA, fully consolidated from November 1, 2000. In France, purchases of
tangible and intangible assets decreased by 26%, notably due to the decreasing rate of investments
needed for the deployment of second generation sites.

Investments for UMTS licenses in 2001 included payments of €151 million in Belgium, €104 million
in Denmark, and €619 million in France. In 2000, investments in UTMS licenses mainly concerned the
acquisition of licenses in the United Kingdom for €6.6 billion and The Netherlands for €436 million.

5.7.2 Wanadoo

The “Wanadoo” segment includes Internet access services, portals, e-merchant sites, directories and
business services (ASP).

The figures presented on a comparable basis for 2000 set forth in the following table include the
activities of QDQ Media for nine months and Freeserve for ten months, for purposes of comparison with
2001 (QDQ Media was consolidated in the 2001 accounts from April 1, 2001 and Freeserve was
consolidated from March 1, 2001).

The following table sets forth the key figures for the activity of the Wanadoo segment for the years
ended December 31, 2000 and 2001, as well as the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2000 2001/2000 2001/2000
ona historical ona
comparable basis  restated comparable basis  restated
(unaudited) historical® (unaudited) historical®
(€ millions) (% change)
Revenues ............... 1,563 1,210 1,111 745 29.2 40.7
Operating income before
depreciation and
amortization@ ........ (64) (123) (66) (118) 48.4 4.4
Operating income ....... (153) (190) (129) (166) 19.3 (18.8)
Investments in tangible
and intangible assets ... 111 116 96 74 4.7) 15.4

(1) Restated historical data established by Wanadoo for 2000, calculated by consolidating Internet access activities in The
Netherlands and Spain and the Internet yellow pages (Pages Jaunes) in France as of January 1, 2000. This restated historical
data does not consolidate the activities of QDQ Media for nine months or Freeserve for 10 months in 2000, both of which are
included in the data provided in the information presented on a comparable basis for 2000.

2) Operating income before depreciation and amortization and before amortization of provisions relating to early retirement.

In 2001, on a restated historical basis, Wanadoo revenues increased approximately 41%, as
compared to 2000. This increase was mainly due to the rapid growth in Internet access services, resulting
from (i) a strong increase in the number of customers (56% in one year, excluding Freeserve) and (ii) an
increase in average monthly revenues per active subscriber, notably in France which increased 7%, due
primarily to the expansion of high speed Internet access packages (ADSL and cable). At the same time,
revenues from the “directories and business services” sub-segment increased 9% in 2001 compared to
2000, using a comparable scope of consolidation, due mainly to the growth in the number of new
customers and an increase in the average revenue generated per advertiser, as well as to the growth in
revenues from the Internet Pages Jaunes.

On a comparable basis, total revenues for Wanadoo increased 29.2% in 2001.
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Operating income before depreciation and amortization for the Wanadoo segment increased slightly
between 2000 and 2001, continuing the trend toward profitability, with a goal of achieving positive
operating income before depreciation and amortization for the full-year 2002. Excluding Freeserve and
QDQ Media, newly consolidated in 2001, which had a negative impact of approximately €92 million,
operating income before depreciation and amortization for the Wanadoo segment was positive, at €29
million for 2001.

On a comparable basis, operating income before depreciation and amortization increased
approximately 48%.

The “Directories and business services” sub-segment of Wanadoo continued to post positive
operating income before depreciation and amortization, with €239 million in 2001 compared to €226
million in 2000. This increase of €13 million in 2001 occurred despite the impact of the consolidation as of
April 1, 2001 of QDQ Media, currently unprofitable. In 2001, QDQ Media finished establishing service
coverage for its targeted regions in Spain by offering promotional prices for advertisers for the new
editions of its directories. As a result, the profitability of QDQ Media should improve, reinforcing its
earnings and those of the Wanadoo segment as a whole. Excluding the effects of the consolidation of
QDQ Media, growth in operating income before depreciation and amortization for the “directories and
business services” sub-segment outpaced growth in revenues, due to efforts already undertaken to
increase the profitability of these businesses.

Operating income before depreciation and amortization for the “Access services, portals and e-
merchant” sub-segment remained negative in 2001, although in line with that of 2000 (negative operating
income before depreciation and amortization of €290 million in 2001, compared to negative operating
income before depreciation and amortization of €286 million in 2000). This stabilization occurred despite
the consolidation of Freeserve, which generated negative operating income before depreciation and
amortization, mainly due to costs connected with changes in its economic model, aimed at increasing the
proportion of paying subscribers (the charges were incurred before revenues resulting from these new
offers were realized, notably for increases in network capacity and for infrastructure related to billing and
collection).

This stabilization of operating income before depreciation and amortization, excluding Freeserve,
was mainly due to significant efforts made to improve profitability of other products, and in particular, to
the strong growth in volume of Internet access services, especially in France.

Investments in tangible and intangible assets increased 15.4% in 2001, due to the consolidation of
Freeserve and an increase in capitalized production for publishing. This increase was also due to
investments required for strong growth in Internet activities, notably for servers and platforms for portals
to match the increase in the number of users, as well as for Internet access, to adapt the information
infrastructure to meet the needs of an increased customer base.

5.7.3 Fixed line, voice and data services — France

The “Fixed line, voice and data services — France” segment includes France Telecom’s activities as
a network operator for fixed line telephony and data transmission services, and as a provider of
broadcasting and cable television services in France.
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The following table sets forth the key figures of activity for this segment for the years ended
December 31, 2000 and 2001, as well as the percentage changes between the periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)
Revenues™ . .......... ... ..., 23,231 23,663 20,793 (1.8) 11.7
Operating income before depreciation
and amortization@ ................ 7,902 8,011 8,142 (1.4) (2.9)
Operating income .................. 4,247 4,284 4,401 (0.9) (3.5)
Investments in tangible and intangible
ASSELS ..t 2,718 2,363 2,363 15.0 15.0

(1) The contractual terms of licenses granted to wireless network operators in France were modified at the end of 2000 and now
require fixed line operators to determine the cost of calls made from fixed line networks to wireless telephones. Therefore, as
of January 1, 2001, revenues for France Telecom’s fixed line telephony services reflect income from billing fixed line
customers for calls made to wireless telephones. Costs of call termination, whereby France Telecom pays third-party wireless
network operators to complete calls on their networks, are also included in the operating charges for the period.

(2)  Operating income before depreciation and amortization and before amortization of provisions relating to early retirement.

On a comparable basis, revenues for this segment decreased by 1.8% in 2001. The increase in
revenues from Internet access services and the development of corporate networks was more than offset
by the impact of a decrease in prices for fixed line telephone services. The price decreases were mainly
for (i) local calls, (it) domestic and international long-distance calls, (iii) calls made to mobile phones, and
(iv) interconnection services. Revenues were also negatively impacted by the growth in wireless services
and the competition from competitors in the long-distance market. To a lesser extent, revenues for the
second half of 2001 were negatively impacted by a noticeable slowdown of (i) the demand for high speed
leased lines from third-party network operators and (ii) revenues from interconnection services.

On a historical basis, operating income before depreciation and amortization for Fixed line, voice
and data services — France decreased 2.9% in 2001 due to:

° actions taken to stabilize France Telecom’s market share of fixed line telephone
communications in France, in particular increased activity of its sales network and a greater
media presence; and

®  the development of business services.

These factors were partially offset by gains in productivity achieved with respect to the telephone
network.

On a comparable basis, operating income before depreciation and amortization for the segment
decreased 1.4%. The margin of operating income before depreciation and amortization to revenues
remained stable (34% in 2001 compared to 33.9% in 2000) despite the 1.8% decrease in revenues.

Investments in tangible and intangible assets increased approximately 15% in 2001, mainly due to
investments to:

®  develop sectoral and access networks in order to respond to the growth in demand for high
speed Internet service and ADSL;

®  expand data transmission networks;

° renovate traditional switching mechanisms;

204



° expand digital television; and

. provide tailored solutions for local networks and long-distance interconnection for large
corporations.

5.7.4 Fixed line, voice and data services — Outside France

The “Fixed line, voice and data services — Outside France” segment includes France Telecom’s
activities as a network operator for fixed line telephony and data transmission services and as a provider
of broadcasting and cable television services outside France, as well as wireless telephone activities that
have not been contributed to Orange (MobiNi/ECMS in Egypt, Voxtel in Moldova and FTML in Lebanon).

Telecom Argentina, consolidated by proportional consolidation through December 21, 2001, is
consolidated under the equity method as of that date. See “5.7.7 Net Income — exceptional provisions
and exceptional amortization”.

The effects of the proportional consolidation of Telecom Argentina for the year 2001 through
December 21, 2001, are as follows:

° Revenue €1,792 million;
° Operating income before depreciation and amortization €641 million; and
. Operating income €178 million

The following table sets forth the key figures for the years ended December 31, 2000 and 2001, as
well as the percentage change between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)
Revenues ........... ..., 7,382 6,988 5,936 5.6 24.4
Operating income before depreciation
and amortization®................. 1,165 1,235 1,044 (5.7) 11.6
Operating income ................... (250) (12) (29) n/a n/a
Investments in tangible and intangible
ASSEES « vttt 1,906 2,690 2,339 (29.1) (18.5)

(1) Operating income before depreciation and amortization and before amortization of provisions relating to early retirement.

On a comparable basis, revenues for the segment increased 5.6% in 2001 due mainly to the
development of fixed line telephony services in Spain by Uni2.

On a historical basis, operating income before depreciation and amortization for the segment
increased 11.6%, or €121 million, in 2001. This increase was due mainly to changes in the scope of
consolidation, such as the level of proportional consolidation of ECMS in Egypt (which increased from
46.1% to 71.25%) and the full consolidation of Equant NV as of July 1, 2001.

The 32.4% growth in operating income before depreciation and amortization of wireless subsidiaries
in this segment (€133 million) was partially offset by the 8.290 decrease (€75 million) in operating income
before depreciation and amortization of fixed line subsidiaries, primarily attributable to Telecom
Argentina. Other subsidiaries in the segment contributed positive operating income before depreciation
and amortization, in particular Casema and Menatel.
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On a comparable basis, operating income before depreciation and amortization for the Fixed line,
voice and data services — Outside France segment decreased 5.7%.

Investments in tangible and intangible assets for the segment decreased 18.5% in fiscal year 2001.
This decrease was due, in large part, to purchases made in 2000 for the deployment of infrastructure by
France Telecom’s subsidiaries for cable networks (Casema in The Netherlands) and fixed line networks
(Uni2 in Spain), as well as to the decrease in investments by Telecom Argentina in 2001 as compared with
2000. These factors were partially offset by increases due to the impact of the consolidation of Equant
and the expansion of France Telecom’s international network. On a comparable basis, investments
decreased approximately 29%.

Equant

Twelve-month figures presented on a comparable basis have been established for Equant for both
2000 and 2001 using the scope of consolidation in effect as of December 31, 2001, for purposes of
comparing key figures for two full fiscal years.

The key figures discussed below were taken from Equant’s published results and are presented in
millions of US dollars.

On a twelve-month comparable basis, Equant’s revenues increased 12.1% from 2000 to 2001.

On the same twelve-month comparable basis, operating income before depreciation and
amortization (before charges linked to the shareholders’ plan and exceptional costs consisting mostly of
costs related to restructuring and integration) increased from negative $179 million in 2000 to negative $9
million in 2001, mainly due to an improvement in the structure of network costs and a significant
decrease in marketing expenses as compared to revenues. Operating income before depreciation and
amortization (before charges linked to the shareholders’ plan and exceptional costs consisting mostly of
costs related to restructuring and integration) was positive in the fourth quarter of 2001, six months after
the merger between Equant and Global One.
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5.7.5 Consolidated Sales of Services and Products

The following table sets forth information concerning France Telecom’s consolidated revenues by
product line and as a percentage of total consolidated revenues for the fiscal years ended December 31,
2000 and 2001. The amounts below show the revenues contributed by each product line to France
Telecom’s consolidated revenues.

Year ended December 31,

2001 2000 2000
ona
comparable basis historical
(unaudited)
(€ millions, except percentages)®
Oorange .............ccoiviiiinnen.. 14,769 34.3% 11,680 29.500 8,653 25.7%
Of which:

Revenuesin France ................ 6,549 15.2 5,431 13.7 5,335 15.8

Revenues outside France ............ 8,220 19.1 6,249 15.8 3,318 9.9
Wanadoo .......................... 1,461 34 1,153 29 1,054 31
Of which:

Revenuesin France ................ 1,245 2.9 994 2.5 994 3.0

Revenues outside France ............ 216 0.5 159 0.4 60 0.2
Fixed line, voice and data services —

France .......................... 19,832 461 20,064 50.6 18,657 55.4
Fixed line, voice and data services —

OutsideFrance................... 6,964 16.2 6,762 171 5,310 15.8
TotalRevenues .................... 43,026 100.0% 39,659 100.0% 33,674 100.0%
Of which:

Revenuesin France ................ 27,626 64.2 26,489 66.8 24,986 74.2

Revenues outside France ............ 15,400 35.8 13,170 33.2 8,688 25.8

(1) As percentage of total revenues.

The percentage change data presented in the following tables in this discussion were calculated
using non-rounded figures.

France Telecom’s total consolidated revenues for 2001 increased 27.8% to €43.0 billion following a
23.7% increase in 2000 and a 10.5% increase in 1999. On a comparable basis, using the same scope of
consolidation for the France Telecom group at December 31, 2001 as compared to 2000, revenues
increased 8.5% in 2001.

The significant increase in consolidated revenues resulted from the rapid development of France
Telecom’s international activities, whose revenues increased 77.3% in 2001, after an increase of 149.7% in
2000. Revenues from activities outside France represented 35.8% of France Telecom’s total revenues in
2001, compared to 25.8% in 2000.

At December 31, 2001, France Telecom had 91.7 million customers among its controlled subsidiaries,
compared to 77.0 million customers at December 31, 2000, a 19.1% increase in one year.

5.7.5.1 Orange
(34.3% of 2001 consolidated revenues)

Revenues from this segment are the revenues contributed by Orange SA and derive from (i) monthly
subscription charges and charges for wireless network use (including revenues from incoming traffic and
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value-added services) and (ii) for Orange UK and certain subsidiaries of “Orange Rest of World”, payments
received from other wireless network operators for calls originating from their network and terminating
on Orange SA’s network. Other revenues are generated by (i) the sale of wireless handsets and accessories
by group stores to retailers, distributors and direct customers of Orange SA; and (ii) the revenues
generated by Orange SA’s subsidiaries that operate fixed line networks or provide Orange SA Internet
access and services, such as Orange Denmark in Denmark and Mobistar in Belgium.

The following table sets forth information concerning the wireless activities included within the
Orange SA group for the years ended December 31, 2000 and 2001, as well as the percentage changes
between these periods. The information presented below shows the revenues contributed by each sub-
segment of Orange to France Telecom’s consolidated revenues.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis comparable basis
(unaudited) historical (unaudited) historical
(€ millions) (% change)
Revenues
Orange France®™ .................. 6,549 5,431 5,335 20.6 22.8
Orange UK. ......... ...ttt 5,335 4,211 1,653 26.7 222.7
Orange Restof World .............. 2,885 2,038 1,665 41.6 73.3
Total ........................... 14,769 11,680 8,653 26.4 70.7

(1) Includes revenues realized in overseas departments with Orange Caraibe in the Antilles and Orange Réunion.

Orange contributed €14.8 billion to France Telecom’s consolidated revenues in 2001, an increase of
70.7% compared to 2000. This increase was due mainly to the full-year consolidation of Orange plc,
effective as of September 1, 2000. On a comparable basis, revenues from this product line increased
26.4% in 2001.

Orange France

Orange France includes revenues (after eliminations) from the wireless network operator in
mainland France (formerly known as France Telecom Mobiles), which became Orange France in June
2001, and Orange Caraibe (formerly known as France Caraibe Mobiles), which operates a wireless network
in certain French overseas departments. Since December 2000, Orange France also includes revenues
from the wireless network operated by Orange Réunion, formerly known as France Telecom Mobiles La
Réunion.

Orange France does not receive revenues from other French wireless operators for calls from their
networks that terminate on Orange France’s network, as in some other markets, such as the United
Kingdom. In the same way, calls that originate on Orange France’s network and terminate on other
French wireless operators’ networks do not give rise to payments from Orange France.
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The following table presents the consolidated revenues from this product line for the years ended
December 31, 2000 and 2001 and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
on a ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Revenues (€ millions) ............. 6,549 5,431 5,335 20.6 22.8
Number of customers (in thousands) .. 17,823 14,311 14,311 24.5 24.5
Of which:
Contract customers
(in thousands)™ ................ 9,445 7,875 7,875 19.9 19.9
Prepaid customers
(in thousands)™ ................ 8,378 6,436 6,436 30.2 30.2
Average annual revenue per user
(ARPU)(€) ...ovovee e 392 426 426 (8.0) (8.0)
Average monthly usage per user
(AUPU) (in minutes) .............. 138 147 147 (6.1) (6.1)

(1) In September 2001, Orange France reclassified its 985,000 Compte Mobile Orange customers, who had previously been
considered prepaid customers, as contract customers.

Orange France contributed €6.5 billion (after eliminations) to France Telecom’s consolidated
revenues in 2001, an increase of 22.8% compared to the previous year. This increase was primarily due to
the 24.5% growth in the number of customers in 2001. Orange France remained the leader in the wireless
telephony market, with a 48.29% market share at the end of 2001.

The rate of decrease in the average annual revenue per user (ARPU) slowed significantly in 2001,
decreasing 8.0% in 2001 compared to 18.4% in 2000. This positive trend was due to a stabilization in the
proportion of prepaid customers in the total customer base, which increased to 47% at December 31,
2001, compared to 45% one year earlier. In addition, the rate of decrease in the average annual revenue
per prepaid customer also slowed, decreasing 2.2% in 2001 compared to a decrease of 27.2% in 2000. At
the same time, the average annual revenue per contract customer decreased only 1.5% in 2001,
compared with a 5.0% decrease in 2000. To a lesser extent, the average annual revenue per prepaid user
and contract customer was affected by the 15% decrease in tariffs for calls from fixed line subscribers to
Orange France’s customers, effective as of February 6, 2001.

AUPU decreased 6.19% from 147 minutes in 2000 to 138 minutes in 2001. The decrease was due to
the 12.1% decrease in average monthly usage per prepaid customer, partially offset by the 2.9% increase
in average monthly usage per contract customer.

Orange United Kingdom

Orange UK includes revenues (after eliminations) from the digital wireless network Orange UK.
Historically, the segment also included revenues from Hutchison Cellular Services, a wireless service
provider in the United Kingdom, and Hutchison Paging, which operated a network of pagers. Hutchison
Paging ceased operations in 2001 and Hutchison Cellular Services’ customer base was sold in March 2001.

In the United Kingdom, Orange UK receives revenues from calls terminating on its network that
originate on other UK networks and incurs charges for calls that originate on its network and terminate
on other UK networks. The charges paid by Orange UK are included in “Costs of services and products
sold”.
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The following table sets forth consolidated revenues contributed by Orange UK and operating data
presented on a comparable basis for the years ended December 31, 2000 and 2001, as well as the
percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Revenues (€ millions) ............. 5,335 4,211 1,653 26.7 222.7
Number of customers (in thousands) .. 12,387 9,834 9,834 26.0 26.0
Of which:
Contract customers (in
thousands). .................... 3,761 3,077 3,077 22.2 22.2
Prepaid customers (in thousands) ... 8,626 6,757 6,757 27.7 27.7
Average annual revenue by user (in
E) 245 280 — (12.5) —
Average monthly usage per user (in
minutes) ..., 138 159 — (13.2) —

Orange UK contributed €5.3 billion to France Telecom’s total revenues in 2001. This represents a
222.7% increase compared to 2000, during which Orange UK'’s total revenues corresponded to the last
four months of the year only, because Orange plc was only consolidated as of September 1, 2000 in
France Telecom’s accounts. On a comparable basis, revenues grew 26.7% in 2001, due mainly to the
26.0% increase in customers, to 12,387 thousand customers at December 31, 2001. Orange UK became the
leader in the British wireless telephony market with approximately 280 market share (based on active
customers). To a lesser extent, Orange UK’s revenues benefited from a favorable exchange rate, as the
average rate of exchange for the British pound to the euro increased 4.0% in 2001 compared to 2000.

The rate of decrease in average annual revenue per user slowed to 12.5% in 2001, compared to
26.3% in 2000, due mainly to a stabilization in the proportion of prepaid customers in the total number of
users in 2001 (70% at December 31, 2001, compared to 69% at December 31, 2000). The decrease in the
average annual revenue per prepaid customer also slowed in 2001, decreasing 4.0% in 2001 compared to
18.7% in 2000. At the same time, the annual average revenue per contract customer increased 3.6% in
2001, after an increase of 6.1% in 2000.

Average monthly usage per user decreased 13.2% from 159 minutes in 2000 to 138 minutes in 2001.

The decrease was mainly due to the 16.2% decrease in average monthly usage per prepaid customer,
partially offset by the 10.6% increase in average monthly usage per contract customer.

Orange Rest of World

Orange Rest of World includes revenues from wireless operations in Belgium, Denmark, The
Netherlands, Switzerland, Romania, Slovakia, the Dominican Republic, the lvory Coast, Botswana,
Cameroon, and Madagascar.

The following table sets forth information concerning consolidated revenues contributed by Orange
Rest of World and other information for the years ended December 31, 2000 and 2001, and the percentage
changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Revenues (€ millions) .............. 2,885 2,038 1,665 1.6 73.3
Number of customers at period end (in
thousands) ....................... 9,061 6,356 6,356 42.6 42.6
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Revenues contributed by Orange Rest of World increased 73.3% in 2001. In part, this increase was
due to the effect of changes in the scope of consolidation, in particular the full-year consolidation of
Orange Communications SA (Switzerland) related to the acquisition of the Orange plc group as of
September 1, 2000. On a comparable basis, revenues from Orange Rest of World increased 41.6% due
almost entirely to activities in Europe, in particular due to strong revenue growth in Belgium, The
Netherlands, Romania and Denmark.

5.7.5.2 Wanadoo

Revenues from this segment are the revenues contributed (after eliminations) by Wanadoo SA,
divided between its two principal sub-segments. Revenues from the sub-segment “Access services, portals
and e-commerce” include (i) revenues from Internet access for residential customers which vary
depending on the number of subscribers, the prices for the packages offered and the mix of subscriptions
for the packages, (ii) revenues from portals which include mainly advertising revenues which vary
depending on the number of pages viewed, the amount of advertising space purchased and the length of
time for which advertising space is purchased, and (iii) revenues from e-merchant services, which vary
depending on the number of orders booked.

Revenues from the sub-segment “Directories and business services” include (i) revenues from
advertising in both printed and electronic (Minitel and Internet) directories; (ii) revenues from website
hosting and related services; and (iii) revenues from sales of lists and thematic directories used for direct
marketing.

The following table sets forth information concerning consolidated revenues (after eliminations)
contributed by the Wanadoo SA group for the years ending December 31, 2000 and 2001, as well as
percentage changes between these periods. The data represents the contribution of Wanadoo’s sub-
segments to the consolidated revenues of France Telecom.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)

Revenues
Access services, portals and

e-merchant ....................... 618 385 310 60.5 99.4
Directories and business services ...... 843 768 744 9.8 13.3
Total ............ .. .. ... .. .. ..., 1,461 1,153 1,054 26.7 38.6
Of which:

RevenuesinFrance ................ 1,245 994 994 25.3 25.3

Revenues outside France ........... 216 159 60 35.8 260.0
Number of active( Wanadoo users (in

thousands) ....................... 6,067 N/A 2,440 N/A 148.5
Of which:

Active users in France (in

thousands) ..................... 3,001 N/A 1,830 N/A 63.9
Active users outside France (in
thousands) ..................... 3,066 N/A 610 N/A 402.3

Portal audience of Wanadoo and Voila®

(in millions of pages viewed) ........ 1,288 N/A 528 N/A 143.9

(1) Subscribers who connected at least once during the last 30 days (based on figures for December).

(2)  Number of pages viewed in December. Portals in France except for Kompass.fr and Ridingzone in December 2000. Includes
U.K. portals in December 2001.
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Access, portals and e-commerce

Access, portals and e-commerce revenues increased 99.4% in 2001, due mainly to the 100% increase
in revenues from Internet access services, which increased from €238 million in 2000 to €476 million in
2001. This increase was due principally to the significant growth in the number of Wanadoo customers in
France and internationally, which increased 148.5% to 6.1 million at December 31, 2001, compared to 2.4
million at December 31, 2000, an increase of 3.7 million customers. This increase was partially due to the
consolidation, from March 1, 2001, of Freeserve in the United Kingdom, which had 2.2 million active
customers at December 31, 2001. Excluding Freeserve, revenues from Internet access services increased
71.9%, due in part to the 56.6% increase in the number of active customers and, to a lesser extent, to an
increase in the average monthly revenue per user in every country where Wanadoo offers service.
Notably, in France, the average monthly revenue per user increased 7.3% in 2001, increasing from €12.4
per month in 2000 to €13.3 per month in 2001, due mainly to an increase in the number of higher paying
subscriptions to high speed access.

Revenues from portals increased 105.4% to €105 million in 2001 from €51 million in 2000. Excluding
Freeserve, revenues from portals increased 48.6%. The increase in number of pages viewed also remained
strong, with 1,288 million pages viewed in December 2001 compared to 528 million viewed in December
2000, a 143.9% increase (92.0% excluding Freeserve).

Lastly, revenues from e-commerce activities totaled €37 million in 2001, compared to €21 million in
2000, an increase of 73.0%, due to the increase in the number of orders booked.

Directories and business services

Revenues from directories and business services increased 13.3% in 2001, due in part to the
consolidation of QDQ Media (the publisher of directories in Spain) from April 1, 2001. On a comparable
basis, revenues increased 9.8% in 2001 compared to 2000. The increase was mainly due to an increase in
advertising revenues from printed directories and the rapid growth of the Internet Pages Jaunes. This
increase was also due to the marketing of standard sites, including creating and hosting sites for corporate
clients. Revenues from these business services increased 45% in 2001 compared to the previous year.
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5.7.5.3 Fixed line, voice and data services — France

(46.1% of consolidated revenues for 2001)

Revenues from Fixed line, voice and data services — France are derived from (i) fixed line
telephony;, (ii) business networks, (iii) online services (other than from Wanadoo), (iv) broadcasting and
cable television and (v) other revenues, which include equipment sales and rentals. The following table
sets forth the revenues derived from this segment for the years ended December 31, 2000 and 2001 and
the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
on a ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)

Fixed line telephony™ . .............. 13,837 14,552 13,146 (4.9) 5.3
Business networks .................. 2,684 2,427 2,427 10.6 10.6
Onlineservices ................o.... 932 788 787 18.3 184
Broadcasting and cable television ... .. 1,058 1,010 1,010 4.8 4.8
Otherrevenues .................... 1,321 1,287 1,287 2.6 2.6
Total ............................. 19,832 20,064 18,657 (1.2) 63

(1) The contractual terms of licenses granted to wireless network operators in France were modified at the end of 2000 and now
require fixed line operators to determine the cost of calls made from fixed line networks to wireless telephones. Therefore, as
of January 1, 2001, revenues for France Telecom’s fixed line telephony services reflect income from billing fixed line
customers for calls made to wireless telephones. Costs of call termination, whereby France Telecom pays third party wireless
network operators to complete calls on their networks, are included in the operating charges for the period.

On a comparable basis, taking into account the effect of the modification of the contractual terms
of licenses awarded to wireless operators in France, as described above, revenues from Fixed line, voice
and data services — France decreased 1.2% in 2001. The 10.6% increase in revenues from business
networks and the 18.3% increase in revenues from online services nearly offset the 4.8% decrease in
revenues, calculated on a comparable basis, of fixed line telephony on a comparable basis.

Fixed line telephony services

(32.2% of consolidated revenues for 2001)

Revenues from fixed line telephony services in France are derived from (i) subscription fees, (ii) local and
long distance calling in France, (iii) international telephone services, (iv) payphones and calling card
services and (v) interconnection fees.
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The following table sets forth the revenues derived from each of the components of these
operations for the years ended December 31, 2000 and 2001 and the percentage changes between these
periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(€ millions) (% change)

Subscriptionfees ................... 5,621 5,158 5,158 9.0 9.0
Domestic calling® .................. 5,290 6,542 5,208 (19.1) 1.6
International telephone services® . .. .. 1,126 1,233 1,204 (8.7) (6.5)
Payphones and calling card

servicesM .. ... . 629 664 640 (5.3) (1.7)
Interconnection fees® . .............. 1,171 955 936 22.6 25.1
Total ............. . .. . . 13,837 14,552 13,146 (4.9) 53

(1) These product lines are affected by the modifications of the contractual terms of licenses awarded to wireless operators in

France, as described above.

On a comparable basis, revenues from fixed line telephony services in France decreased 4.9% in
2001, due mainly to the impact of successive decreases in tariffs for domestic fixed line long distance and
international calls made in the context of France Telecom’s overall tariff reform. The full-year effect of
these tariff decreases which were established during 2000 was partially offset by the increase in
subscription fees, which occurred in mid-October 2000. Revenues also decreased due to the impact of
increased competition from other operators in the long distance market.

Subscription fees

Revenues from subscription fees include initial connection fees, monthly subscription charges and
subscriptions to additional services. Subscription options offered and the related monthly charges differ
by customer group (residential, small business and large business) and within each customer group by the
services selected. Revenues from subscription fees depend on the total number of subscribed lines, the
mix of standard (analog) lines and Numeris (ISDN) channels, and the charges for the various services.

The following table represents total revenues from subscription fees and the number of fixed lines
for the years ending December 31, 2000 and 2001 as well as the percentage change between these
periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)

Total subscription revenues (€

millions) ........................ 5,621 5,158 5,158 9.0 9.0
Number of telephone access lines (in

millions)M@ ... .. 34.2 34.1 34.1 0.1 0.1
Number of Numeris (ISDN) channels (in

millions)@® . ....... ... ... ... ....... 4.7 4.3 4.3 9.7 9.7
Number of subscriptions at rate offers

(inmillions)® . ......... ... ... ..., 9.3 7.2 7.2 29.9 29.9

(1) Includes standard (analog) lines and Numeris (ISDN) channels, each of which is counted as one line.
(2)  Atthe end of the period.
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The increase in revenues from subscription fees was due primarily to the increases in October 2000
of monthly subscription charges as part of France Telecom’s overall fixed line telephony tariff reform. As
of October 14, 2000, the monthly residential subscription charge was increased by €0.75 to reach €12.55,
tax included. On the same date, the monthly Contrat Professionnel subscription charge, France Telecom’s
basic business subscription rate, increased by €1.22 to reach €12.65, excluding tax, and the monthly
subscription charge for the Contrat Professionnel Présence and Numeris lines increased by €1.21 to reach
€16.30, excluding tax.

To a lesser extent, the increase in subscription revenues was due to the growth in 2001 of “All-
Inclusive” packages, which were introduced in November 2000. The number of subscriptions to these
packages, which entitle subscribers to a set number of local calling hours, Internet access and
complementary services at a fixed price, increased to 2.3 million at December 31, 2001, compared to
76,000 at December 31, 2000. In total, including subscriptions to specialized subscription packages such as
Primaliste, Avantage and Modulance, which entitle subscribers to reduced calling rates in return for
additional subscription fees, the number of subscribers who benefited from specialized, reduced tariff
packages increased 29.9%, from 7.2 million subscribers at December 31, 2000 to 9.3 million subscribers at
December 31, 2001.

The number of Numeris channels continued to increase, increasing 9.7% to approximately 420,000
channels at December 31, 2001, whereas the total number of telephone lines remained stable at a total of
34.1 million lines at December 31, 2001.

Domestic calling

Revenues from domestic calling are derived primarily from local calls and long distance calls within
France made from fixed telephone lines. From January 1, 2001, revenues from domestic calling include
fixed line-to-wireless calls made from fixed telephone lines to third-party wireless operators. At the same
time, costs of terminating a call, which France Telecom pays to these third-party wireless operators for
carrying calls on their networks, are recorded as operating expense for the period. Regarding fixed line-to-
wireless calls made to France Telecom’s wireless networks in France, their inclusion under the Orange
France product line remains unchanged. Revenues from domestic calling depend on (i) the total number
of calls made, (ii) the mix between local calls, long distance calls, and higher priced calls to third party
wireless network operators, (iii) call duration and (iv) applicable rates.

Revenues from domestic calling also include revenues from other services such as (i) calls to shared
cost numbers (Numeros Accueil), (ii) directory assistance services, (iii) operator-assisted services and (iv)
Internet access traffic other than via Wanadoo and excluding interconnection traffic for third-party
Internet access providers. Revenues from such other services represented 12% of total domestic calling
revenues in 2001.

The following table sets forth information concerning total domestic calling revenues and traffic for
the years ended December 31, 2000 and 2001 and the percentage change between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Total domestic calling revenues (€
millions) ........ .. ... ... L. 5,290 6,542 5,208 (19.1) 1.6
Total domestic traffic (in billions of
minutes)™ .. ... 111.9 116.3 116.3 (3.8) (3.8)

1) Based on France Telecom’s estimates.
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On a comparable basis, domestic calling revenues decreased 19.1% in 2001 compared to the
previous year. More than half of this decrease in domestic calling revenues was due to the impact of
decreases in calling rates. As a result of decreases in calling rates that occurred in April and October 2000,
average revenue per minute from domestic long distance calls for 2001 decreased approximately 14%
compared to 2000. At the same time, average revenue per minute for local calls was affected by the full-
year effect of the 5.8% decrease in local calling rates, effective as of December 5, 2000. In addition, rates
for calls made to wireless networks have decreased 15% since February 6, 2001. The impact of these
decreases was compounded by the additional discounts available under France Telecom’s “All-Inclusive”
subscription packages, which include flat-rate calling plans and for which revenues are reported under
“subscription fees”, described above.

The remainder of the decrease in domestic calling revenues for 2001 was due to the decrease in
traditional voice telephony traffic resulting from the rapid development of wireless services and
competition from other fixed line operators, both in the long distance market and in calls made to
wireless telephones. Traffic for local telephone calls decreased 8.4% in 2001 compared to 2000, while
traffic for domestic long distance calls decreased 13.7% in 2001. Traffic to wireless telephones, which was
affected by the advent of competition for this type of communication as of November 1, 2000, increased
slightly by 3.8% in 2001, after an increase of 29.7% in 2000.

International telephone services

International telephone services consist principally of international telephone calling to and from
France and French overseas departments and territories. Revenues from international telephone services
depend on (i) the volume, duration and destination of outgoing calls made and the applicable rates and
(ii) the volume and duration of incoming calls and the rates France Telecom charges foreign operators for
carrying such calls on France Telecom’s network.

The following table sets forth information concerning international outgoing and incoming traffic
volumes and revenues for the years ended December 31, 2000 and 2001 and the percentage changes
between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Outgoing international traffic:
Revenues (€ millions)™ ............. 630 712 712 (11.5) (11.5)
Outgoing traffic (in billions of
minutes)@@ ... 2.9 3.0 3.0 (4.3) (4.3)
Incoming international traffic:
Revenues (€ millions)® ............. 496 521 492 (4.8) 0.8
Incoming traffic (in billions of
minutes)@ . .......... ... ... 3.9 3.9 39 (0.7) (0.7)
Total revenues (€ millions)® ........ 1,126 1,233 1,204 (8.7) (6.5)

(1) Includes revenues from France Telecom’s fixed line subscribers (excluding payphones and calling card revenues). These
amounts show gross revenues before settlement payments to foreign operators to complete outgoing international calls once
they leave France Telecom’s network. Such payments are shown as a cost under “Costs of services and products sold
(excluding depreciation and amortization)” in the statement of income.

(2) Number of minutes is based on France Telecom’s estimates and includes only outgoing traffic related to fixed line telephony
services and excludes traffic from payphones and calling cards.

(3)  This heading has been affected by the modification of the contractual terms of licenses awarded to wireless network
operators in France as of January 1, 2001.

(4) Based on France Telecom’s estimates.
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The 11.5% decrease in total revenues from outgoing international traffic for 2001 was due mainly to
the successive decreases in its international calling rates in 2000 and, to a lesser extent, in 2001. Overall,
average revenues per minute for international calls decreased approximately 8% in 2001 compared to the
previous year. The decrease in total revenues also resulted from the 4.3% decrease in outgoing
international traffic volume in 2001 compared to 2000, itself due mainly to increased competition from
third-party fixed line operators.

On a comparable basis, revenues from incoming international traffic decreased 4.8% in 2001
compared to 2000. The effect of the decrease of approximately 21% on the average fees for incoming calls
charged to foreign operators by France Telecom was partially offset by (i) an increase in France Telecom’s
share of incoming international calls to wireless telephones and (ii) the growth of traffic transit services.

Payphones and calling card services

Revenues from payphones and calling card services are derived principally from (i) sales of
Telecartes (France Telecom’s prepaid calling cards used in payphones) and Tickets de telephone (prepaid
calling cards used for calls from any telephone), (ii) calls made with Cartes France Telecom (France
Telecom’s subscriber calling card), and (iii) calls placed from payphones using bank-issued credit cards and
coins. Revenues derived from these activities depend mainly on the number and price of Telecartes and
Tickets de telephone sold and the volume of use of Cartes France Telecom and bank-issued credit cards.

The following table sets forth information concerning payphones and calling cards for the years
ended December 31, 2000 and 2001 and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)

Total payphone and calling card

revenues

(€millions) ....................... 629 664 640 (5.3) 1.7)
Payphones at period-end (in

thousands)™ ....................... 214 230 230 (7.0) (7.0)
Total traffic (in billions of minutes) ... ... 3.3 3.8 3.8 (14.9) (14.9)
Number of Telecartes sold (in millions) .. 54.7 57.2 57.2 (4.9) (4.9)
Number of Cartes France Telecom sold at

period-end (in millions)™ ............ 2.8 2.9 2.9 (3.4) (3.4)
Number of Tickets de Telephone sold (in

millions) ......... ... ... ... ... ... 10.9 5.2 5.2 109.6 109.6

(1) At the end of the period.

On a comparable basis, revenues from payphones and calling card services decreased 5.3% in 2001
compared to 2000. These services were particularly affected by the continued growth in wireless
telephony services. The 14.9% decrease in traffic volume in 2001 was partially offset by the approximately
10% increase in average revenues per minute partly resulting from an increased share of calls to wireless
telephones and international calls, which have higher tariffs than other types of calls, while France
Telecom’s share of local calls steadily decreased in 2001.

Interconnection fees

Interconnection fees are paid by other domestic operators of fixed line and wireless networks to
France Telecom for use of France Telecom’s network. The fees include revenues from (i) interconnection
traffic from third-party operators that is routed onto and terminated on France Telecom’s fixed networks,
(ii) interconnection traffic leaving France Telecom’s network to be routed onto third-party fixed line
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networks (which corresponds to traffic generated when a subscriber has chosen another domestic long
distance carrier), (iii) interconnection traffic to third-party Internet access providers (i.e. other than
Wanadoo) pursuant to specific agreements reached on the basis of France Telecom’s interconnection
catalogue, and (iv) lease payments from other domestic operators for hook-ups to France Telecom'’s
network.

Incoming interconnection traffic is traffic being routed onto France Telecom’s network and is
mainly comprised of (i) direct-to-subscriber traffic directly from the subscriber switch, (ii) one-way traffic
when the point of entry of the call is within the same transit area of the person being called, and (iii) two-
way traffic when the point of entry of the call is outside the transit area of the person being called. The
interconnection rate for direct access to the subscriber’s switch is the lowest and the interconnection rate
for two-way traffic is the highest.

The following table sets forth information concerning interconnection fees and total traffic
generated by the interconnection of other domestic operators for the years ended December 31, 2000 and
2001 and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Total interconnection
revenues (€ millions) .. 1,171 955 936 22.6 251
Total traffic (in billions of
minutes)® ............. 57.8 35.8 35.8 61.7 61.7

(1) Includes incoming interconnection traffic onto France Telecom’s network and traffic to Internet access providers using
interconnection services.

On a comparable basis, interconnection revenues increased 22.6% due mainly to the rapid growth in
Internet access traffic via third-party Internet service providers (i.e. other than Wanadoo), which
represented approximately two-thirds of the total growth in interconnection traffic in 2001. The growth in
revenues from interconnection fees was also due to a 45% increase in interconnection traffic volume
resulting from selection of carriers and to an increase in interconnection traffic routed onto France
Telecom’s network from third-party fixed line and wireless operators, which rose 26% in 2001. The impact
of these increases in traffic volume was partially offset (i) by the unfavorable evolution of the product
mix, with lower average revenue per minute for Internet access and pre-selection of third-party fixed line
network operator than for call termination and (ii) by the decrease in interconnection rates of
approximately 7.6% for telephone traffic and 7.7% for Internet traffic, as of January 1, 2001.

Business networks
(6.2% of consolidated revenues for 2001)

Revenues from business networks are derived from leased lines and data transmission services.
Subscribers to France Telecom’s leased line services pay an initial connection fee based on the type of
line leased (analog or digital) and, thereafter, monthly subscription charges based on the type, length and
capacity of the line and the duration of the lease. Revenues derived from leased lines depend on the total
number of lines leased, their capacity and average length and the applicable subscription charges.

Revenues from data transmission services derive from subscription charges paid by customers for
data network services and rates paid for actual usage. Revenues depend on the cost and mix of services
subscribed to, rate levels and the mix of transmission volume, duration and destination.
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The following table sets forth information concerning France Telecom’s business networks business
for the years ended December 31, 2000 and 2001 and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Data transmission services (€ millions) ... 1,395 1,172 1,172 19.0 19.0
Leased lines (€ millions) ............... 1,289 1,255 1,255 2.7 2.7
Total revenues (€ millions) .......... 2,684 2,427 2,427 10.6 10.6
Total access to data networks (in

thousands)™ ....................... 136.6 132.6 132.6 3.0 3.0
Total access to the Internet and Intranet

(in thousands)™ .................... 62.6 44.7 44.7 40.1 40.1
Access connection capacity (in Gigabyte/

S 18.6 11.7 11.7 58.6 58.6
Number of leased lines (in thousands)® .. 317.7 313.2 313.2 1.4 1.4
Total capacity of digital leased lines (in

Gigabyte/s)V ... ... 351.5 197.6 197.6 77.9 77.9
Number of business websites with high

speed lines (in thousands)W@ . ... ..... 115.0 65.0 65.0 75.0 75.0

(1) Atthe end of the period.
(2)  Number of business websites with XDSL access, fiber optic access, or access on a 2 Megabyte(s) leased line.

Data transmission services

Revenues from data transmission services increased 19.0% in 2001, due primarily to the significant
growth in development of Internet and Intranet services, which increased 63% in 2001, accounting for
45% of total revenues from data transmission services. At the same time, revenues for Frame Relay
increased 28% in 2001, continuing the trend of recent years. These increases were partially offset by the
underlying 16% decrease in traditional data transmission services, primarily from the X.25 standard
packet switching.

Leased lines

Revenues from leased lines benefited from the rapid growth in high speed business websites, which
reached 115,000 by December 31, 2001, an annual increase of 75.0%. This increase was largely offset by (i)
the impact of rate reductions of up to 15% for some high capacity digital leased lines as of January 1, 2001
and (ii) the decrease in the number of analog lines and low capacity digital leased lines. Revenues in 2001
were marked by a reduction in demand for leased lines by third-party network operators, while the
demand by business customers increased less than in 2000, due mainly to a shift in demand to data
transmission services.

Online services
(2.2% of consolidated revenues for 2001)

Revenues from online services derive from (i) the number of calls to the online services Teletel and
Audiotel, the length of these calls, the services called and the applicable rates, (ii) the number, duration,
and price of local Internet access calls when they are billed to Wanadoo subscribers or when they are
subject to particular agreements with other access providers, and (iii) revenues generated by high speed
Internet access via ADSL when service is not billed to subscribers directly by Wanadoo, including initial
start-up charges, monthly fees and additional fees. Revenues for online services also include certain
website design and site hosting services, recorded under the heading “Other online services”. Revenues
from Teletel and Audiotel are shown after deduction of the amounts passed through by France Telecom
to Teletel and Audiotel for services provided.
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The following table sets forth information concerning online services provided by France Telecom
for the years ended December 31, 2000 and 2001, and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)

Teletel, Audiotel and Internet access

(€millions)M .. ... ... . 861 717 720 20.1 19.6
Other online services (€ millions) ....... 71 71 67 0.0 6.0
Total revenues (€ millions) .......... 932 788 787 18.3 18.4
Traffic (in billions of minutes)® ......... 22.2 16.6 16.6 33.5 33.5
Number of residential ADSL subscribers

(inthousands)® .................... 408 68 68 504.7 504.7

(1) Audiotel includes electronic services accessible by telephone such as home banking and weather forecasts.

(2)  According to France Telecom’s estimates. Includes traffic from Teletel, online directories, Audiotel and Internet access from
Wanadoo.

(3) Including ADSL subscribers billed directly by Wanadoo Interactive.

Teletel, Audiotel and Internet access

On a comparable basis, revenues from Teletel, Audiotel and Internet access increased 20.1%, due to
the growth in Internet access. Approximately two-thirds of this growth resulted from the increase in
revenues from local calls by France Telecom fixed line subscribers to competing Internet access providers
when the traffic is billed under specific agreements with third-party Internet access providers. The growth
was also due to the increase in Internet access via ADSL, for which the number of clients (including those
billed directly by Wanadoo Interactive) grew six-fold, increasing from 68,000 at December 31, 2000 to
408,000 at December 31, 2001. At the same time, revenues from Internet access via Wanadoo Classique
decreased 10.2% due to the success of the Wanadoo Intégrales offers, which bundle Internet access with
call time, the revenues of which are included under “Wanadoo — access, portals and e-merchants”.
Overall, Internet access represented 47% of Teletel, Audiotel and Internet access revenues in 2001,
compared to 36% in 2000.

Revenues from traditional online services (Teletel, Audiotel, Electronic Directory) decreased 5.1% in
2001 compared to 2000. Revenues for Teletel and Electronic Directory decreased 17.0%, while revenues
for Audiotel increased 12.2%, in 2001.

Other online services

Revenues from other online services, which include website design and site hosting, increased 6.0%
in 2001.
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Broadcasting and cable television services in France
(2.5% of consolidated revenues for 2001)

The following table sets forth information concerning broadcasting and cable television services for
the years ended December 31, 2000 and 2001 and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited) (% change)
(% change)

Broadcasting and audiovisual transmission

services in France (€ millions) .......... 886 846 846 4.7 4.7
Cable television services in France (€

millions) ......... ..o 172 164 164 4.9 4.9
Total Revenues (€ millions) ........... 1,058 1,010 1,010 4.8
Number of cable subscribers at period end

(inthousands) ....................... 824 769 769 7.2 7.2

Broadcasting and audiovisual transmission services

Revenues from broadcasting and audiovisual transmission increased 4.7% in 2001. Approximately half
of this increase was due to the signing of new broadcasting contracts, in particular for satellite broadcasting.
The increase was also due to the growth in public broadcasting services, in particular the expansion of
activities for Disneyland Paris. To a lesser extent, the increase resulted from telecommunications services,
due to the introduction of wireless operators’ relay on the infrastructure of TDF. See “Item 4. Information
on France Telecom — 4.5 Divestitures — Withdrawal from TDF”.

Cable television

The 4.9% increase in revenues from cable television services in 2001 resulted from the growth of
revenues from France Telecom’s direct services to subscribers, which increased 13.6%. This increase was
due to the positive effects of (i) the transfer of subscriptions from analog services to more profitable
digital packages and (ii) a 7.2% increase in the number of subscribers, which rose from 769,000 at
December 31, 2000 to 824,000 at December 31, 2001. This increase was partially offset by the decrease in
revenues from operator infrastructure activities.

Other revenues
(3.7% of consolidated revenues for 2001)

Other revenues includes (i) equipment sales, (ii) equipment rentals and maintenance, and (iii) other
revenues. The latter includes revenues from (i) maritime radio services, (ii) network engineering services
and (iii) telex and telegraph services.
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The following table sets forth information concerning other revenues for the years ended
December 31, 2000 and 2001 and the percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000
ona ona
comparable basis historical comparable basis historical
(unaudited) (unaudited)
(% change)
Equipmentsales ..................... 387 364 364 6.3 6.3
Equipment rentals and maintenance ... 514 550 550 (6.5) (6.5)
Otherrevenues ..................... 420 373 373 12.6 12.6
Total .......... ... ... ... ... 1,321 1,287 1,287 2.6 26

Equipment sales

Revenues from equipment sales increased 6.3% in 2001 compared to 2000. Revenues from sales of
equipment to professional clients and businesses (facsimile machines, automated switches for businesses,
videoconference and office equipment), which represented nearly three-quarters of the total revenues for
equipment sales, increased 5.8% in 2001. At the same time, equipment sales for public and residential use
increased 7.8%. A total of 877,000 telephones were sold for residential use in 2001, representing an
increase of 8.7% compared to the previous year.

Equipment rentals and maintenance

Revenues from equipment rentals and maintenance decreased 6.5% in 2001 due to the decreasing
trend in telephone and Minitel (telematic equipment) rentals and maintenance. Revenues from rentals
and maintenance of telephones and Minitels represented nearly two-thirds of equipment rentals and
maintenance revenues.

Other revenues

Other revenues increased 12.6% in 2001 due to (i) the increase in revenues from engineering
services for businesses, which increased 26.5% and (ii) the growth in revenues from satellite
telecommunications services, which increased 5.29% in 2001.

5.7.5.4 Fixed line, voice and data services — Outside France
(16.2% of consolidated revenues for 2001)

The “Fixed line, voice and data services — Outside France” segment includes the activities of France
Telecom’s subsidiaries outside France which are not included in the Orange SA and Wanadoo SA groups,
French subsidiaries which are holding companies for non-French investments and French subsidiaries that
have ongoing, established activities outside France.
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The following table sets forth information concerning Fixed line, voice and data services — Outside
France activities for the years ended December 31, 2000 and 2001 and the percentage changes between
these periods.

Year ended December 31,

2001 2000 2001/2000

(€ millions) (% change)

Fixed linetelephony . ... i 2,574 2,377 8.3
International data transmission Services ................coiiiiinn.... 2,154 976 120.7
Other wireless ServiCes . ...t e e 1,430 1,245 14.9
Broadcasting and audiovisual transmission services ..................... 216 193 11.9
Cable television ...ttt 186 156 19.2
Other reUENUES .. ..ot e e e 404 363 11.3
Total . ... 6,964 5,310 311

Revenues from Fixed line, voice and data services — Outside France increased 31.1% in 2001
compared to 2000. This increase is mainly due to variations in consolidation, in particular the
consolidation of Equant, since July 1, 2001. On a comparable basis, revenues for this segment increased
3.0% due mainly to revenues from fixed line telephony services and from Equant, which are included in
international data transmissions services.

Fixed line telephony services

Revenues from fixed line telephony services outside France increased 8.3% in 2001. On a
comparable basis, revenues increased 7.3%, due mainly to growth in activities in Spain with Uni2, which
realized both a continued increase in the number of subscribers as well as an increase in revenues per
user in 2001. At the same time, revenues from Telecom Argentina, which represented approximately half
of the revenues of fixed line telephony services outside France, decreased 0.9% on a comparable basis. At
December 31, 2001, the total number of fixed telephone lines outside of France held by companies in
which France Telecom exercises control reached 5.9 million, an increase of 14.8% from the 5.1 million
fixed telephone lines held at December 31, 2000.

International data transmission services

Revenues from international data transmission services increased 120.7% in 2001, mainly due to the
contribution of Equant, fully consolidated since July 1, 2001. Formed from the merger of Global One and
Equant, Equant focuses its activities on business data and IP services for multinational corporations and
represented nearly all the revenues from international data transmission services for 2001. On a twelve-
month comparable basis, revenues from Equant increased 12.1% in 2001 compared to 2000.

Wireless telephony

Revenues from wireless operations outside France (and outside of the Orange group) increased
14.9% in 2001. Growth in activities in Egypt, Jordan and Lebanon more than compensated for the 4.0%
decline in revenues in Argentina. The number of wireless subscribers outside France (and outside the
Orange group) for companies controlled by France Telecom increased 52.4%, from 2.6 million at
December 31, 2000 to 3.9 million at December 31, 2001.

Broadcasting and audiovisual transmission services

Revenues from broadcasting and audiovisual transmission services increased 11.9% due to
acquisitions which occurred in Finland, Spain and Estonia during the second half of 2001. Excluding the
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effect of these acquisitions, the significant growth in European activity (outside of France) almost
completely compensated for the decrease in operations in the United States.

Cable television

Revenues from cable television services outside France, which reflect the activities of Casema BV
increased 19.29% in 2001. The increase was partly attributable to the increase in the number of cable
television subscribers outside France, which increased 1.7% to 1.4 million at December 31, 2001 from 1.3
million at December 31, 2000. The increase was also due to growth in more profitable Internet access
services, for which the number of subscribers increased 68.9%, from 54,000 subscribers at December 31,
2000 to 91,000 subscribers at December 31, 2001.

Other products

Other products outside France consist mainly of engineering services and network operation outside
France, the installation and maintenance of undersea cable connections, and equipment sales and
rentals. On a comparable basis, revenues in 2001 were stable as compared to 2000. The growth in sales
and installation of trading rooms and the increase in installation and maintenance of undersea cable
connections compensated for the decrease in revenues from network engineering services.

5.7.6 Consolidated Operating Costs and Expenses

The following table sets forth information concerning France Telecom'’s total operating costs and
expenses broken down by major components and expressed as a percentage of consolidated net revenues
for each of the years ended December 31, 2000 and 2001.

Year ended December 31,

2001 2000 2000
ona
comparable historical
basis
(unaudited)
(€ millions, except percentages)®
Revenues .............. ... ... .. .. .. 43,026 100.0% 39,659 100.0% 33,674 100.0%
Costs of services and productssold ......... 17,619  40.9% 16,794 42.3% 12,733 37.8%
Selling, general and administrative
EXPENSES . ottt e 12,520 29.1% 11,541 29.1% 9,685 28.8%0
Research and development expenses ....... 567 1.3% 427 1.1% 449 1.3%
Total operating costs and expenses before
depreciation and amortization . ......... 30,706 71.4% 28,762 72.5% 22,867 67.9%
Depreciation and amortization (excluding
goodwill) ............................. 6,910 16.1% 6,316 15.9% 5,726 17.0%
Amortization of provisions under the early
retirementplan ........... ... ... ... 210 0.5% 223 0.6% 225 0.7%
Total ...l 37,826 87.9% 35,301 89.00% 28,818 85.6%

(1) As percentage of consolidated net revenues.
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Total operating costs and expenses before depreciation and amortization and amortization of
provisions for early retirement of personnel due to a change in France Telecom’s actuarial assumption
expressed as a percentage of revenues, increased 3.5 points in 2001, of which 1.3 points, or €1,433 million,
were directly related to the changes in treatment of calls made from fixed lines in France to wireless
networks, effective from January 1, 2001. The cost of calls made by customers from fixed lines to wireless
networks are determined by fixed line telephone operators, therefore, France Telecom reported as
revenue calls made by fixed line customers to wireless networks. France Telecom recorded the amount it
pays to third-party wireless operators for transporting calls on their networks as operating expense.

Within a context of strong growth, the evolution of operating costs and their structure reflects
France Telecom'’s strategy of focusing on:

° a balance between acquiring new customers and improving operational profitability;
° sales and marketing;

° improving the network’s productivity; and

° redeployment of personnel within France Telecom’s strategic growth areas.

On a comparable basis, operating costs and expenses (before depreciation and amortization and
amortization of provisions for early retirement of personnel due to a change in France Telecom’s actuarial
assumption ) increased 6.8% in 2001, compared to an 8.5% increase in revenues over the same period.
Including depreciation and amortization and amortization of provisions for early retirement of personnel
due to a change in France Telecom’s actuarial assumption, this increase was 7.1%. Total operating costs
as a percentage of revenue decreased from 89.0% at December 31, 2000 to 87.9% in 2001, on a
comparable basis.

Excluding external purchases, the two main components of operating costs and expenses were
personnel costs (€9,482 million in 2001 compared to €8,399 million in 2000), and depreciation and
amortization, excluding goodwill (€6,910 million in 2001 compared to €5,726 million in 2000).

Nearly 46% of France Telecom’s personnel costs were included in Costs of services and products
sold, with the balance included in Selling, general and administrative expenses and Research and
development expenses, except for expenses that were capitalized on the balance sheet. For a description
of personnel costs taken as a whole, see “Personnel expenses”, below.

Costs of services and products sold (excluding depreciation and
amortization)

The cost of services and products sold (excluding depreciation and amortization) consists of all
direct and indirect production costs incurred to provide and maintain services rendered to customers,
including connection, carrying, supervision and maintenance, as well as costs of goods and services
purchased for resale, including amounts paid to other international telecommunications operators.
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The following table sets forth the costs of services and products sold, for each of the years ended
December 31, 2000 and 2001, as well as the historical percentage changes and those presented on a
comparable basis between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000

ona ona

comparable comparable
basis basis

(unaudited) historical (unaudited) historical

(€ millions) (% change)

Costs of services and products
sold ......... ... 17,619 16,794 12,733 4.9 38.4

Costs of services and products sold increased 38.4% in 2001. This was largely due to the amounts
that France Telecom pays to third-party wireless operators for carrying calls on their networks, which
were recorded as costs of materials and other external charges and constituted a significant portion of the
increases under this heading on a historical basis.

On a comparable basis, the costs of services and products sold increased only 4.9%, while revenues
increased 8.5% due to improved productivity realized on the fixed line network in France.

This moderate increase was mainly due to development of:

° France Telecom’s activities in the wireless network sector in France, the United Kingdom and
internationally (primarily through Globtel in Slovakia, Mobistar in Belgium, Dutchtone in The
Netherlands and Orange Romania), in particular due to the increase in purchases of handsets
due to the increase in the number of new subscribers;

®  activities in the Internet sector; and
®  activities in fixed line networks (primarily Uni2 in Spain).

In addition, costs of services and products sold (excluding depreciation and amortization) reflected
the impact of an increase in charges paid to competing fixed line operators in France.

Selling, general and administrative expenses

The following table sets forth information concerning selling, general and administrative expenses
(excluding depreciation and amortization) for the years ended December 31, 2000 and 2001 and the
percentage changes between these periods.

Year ended December 31,

2001 2000 2000 2001/2000 2001/2000

ona ona

comparable comparable
basis historical basis historical

(unaudited) (unaudited)

(€ millions) (% change)

Selling, general and administrative
eXPeNsSes ................eenn.n. 12,520 11,541 9,685 8.5 29.3
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The increase in selling, general and administrative expenses (excluding depreciation and
amortization) resulted mainly from the effects of the consolidation of Orange plc and its subsidiaries, the
consolidation of the former Equant and the full consolidation of Global One (these two companies now
comprise the new Equant), as well as the change in the method of consolidation for ECMS in Egypt.

On a comparable basis, selling, general and administrative expenses (excluding depreciation and
amortization) increased 8.5%, at the same rate as revenues. This increase, more moderate than the
increase as calculated on a historical basis, resulted mainly from France Telecom’s efforts to control
spending, notably through:

° decreased subscriber acquisition costs for wireless telephony in France and the United
Kingdom; and

° improvement in productivity and structural expenses related to fixed line telephony in France.

General and administrative expenses reflected the effect of the growth in international wireless
activities (notably Mobistar in Belgium, Dutchtone in The Netherlands, France Telecom Dominicana in
the Dominican Republic and Orange Romania) as well as in France and the United Kingdom (excluding
acquisition costs).

Research and development expenses

Research and development expenses (excluding depreciation and amortization) totaled €567 million
in 2001, compared to €449 million in 2000, an increase of €118 million and a 26.3% increase on a historical
basis and €593 million in 1999. This increase was due to the activities of France Telecom’s Research and
Development Center, or FT R&D, in developing synergies between subsidiaries by means of its Centres de
Compétences Worldwide (incorporating such features as security and electronic mail) and its shared
innovative solutions (for example, instant messaging between Wanadoo and Orange). The increase in
research and development expenses (excluding depreciation and amortization) mainly results from
growth in external subcontracting, in connection with France Telecom’s strategy to develop external
initiatives begun in 2000.

After a decrease of approximately 25% in research and development expenses between 1999 and
2000 resulting from a refocusing of research and development on the needs of France Telecom and a
withdrawal from activities outside of its core activities (such as Opto+, microelectronic, etc.), research and
development in 2000 and 2001 focused principally on:

° third generation wireless systems and the preparation of future offers for content and services;
o high speed Internet transmission, in particular secured distribution of digital content;

° the development of new services for Orange, Voila and Wanadoo, notably Internet access
services; and

® the realization of convergence platforms with an aim of providing customers with a unified
package of voice, data and image services on the IP networks.

France Telecom also pursued research and development on an international level through its
laboratories outside of France. Laboratories were established in Japan and the United Kingdom in 2001.
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Depreciation and amortization (excluding goodwill)

Depreciation and amortization (excluding goodwill) increased 21% in 2001. More than 82% of this
increase was due to variations in consolidation, principally concerning:

® the full consolidation of Orange UK as of September 1, 2000;
® the full consolidation of Orange Communications SA as of November 1, 2000;

° the full consolidation of Global One as of April 1, 2000 (previously proportionally consolidated)
and of Equant NV as of July 1, 2001, together becoming the new Equant as of July 1, 2001; and

®  the change in the level of proportional consolidation (to 71.25%) of ECMS Egypt as of January
1, 2001 (the proportional consolidation was 46.1% as of January 1, 2000).

On a comparable basis, depreciation and amortization (excluding goodwill) increased 9.4% in 2001.
This increase is due mainly to the growth in depreciation expense for wireless networks in the United
Kingdom, Switzerland, France and Belgium and for fixed line networks such as Equant, Uni2 and CTE in El
Salvador. This increase was partially offset by a decrease in depreciation expense for the fixed line
telephony business in France, due to a decreased level of capital expenditure in recent years.

Special items, net

At December 31, 2001, amortization of provisions for early retirement of personnel due to a change
in France Telecom’s actuarial assumption totaled a net charge of €210 million, compared to €225 million
in 2000.
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Personnel expenses

The following table sets forth personnel expenses and data concerning the number of France
Telecom employees, for the years ended December 31, 2000 and 2001, as well as the percentage changes
between these periods. Personnel expenses set forth below do not include employee profit sharing or
charges relating to the implementation or the revision of the early retirement program.

Year ended December 31,

2001 2000 2001/2000

(€ millions) (% change)

Personnel expenses
France Telecom SA ... i 5,644 5,823 (3.1)
Domestic subsidiaries ... ... 1,285 1,016 26.5
Totalin France .............. . i, 6,929 6,839 13
International subsidiaries .............oiiiiii i 2,553 1,560 63.7
Total .ot 9,482 8,399 12.9
Average number of employees (full time equivalent)

Of which

France Telecom SA ... i 123,353 130,540 (5.5)

Domestic subsidiaries . ...........c.oiiiii i 21,911 18,306 19.7
Totalin France .......... ... i 145,264 148,846 (2.9)
International subsidiaries .......... ... .o i 60,920 40,020 52.2
Total ... 206,184 188,866 9.2
Number of employees at December 31, of which :

France Telecom SA ... o e 124,050 129,861 (4.5)

Domestic subsidiaries . ... 22,832 20,907 9.2
Totalin France .............. . i, 146,882 150,768 (2.6)
International subsidiaries ............c.oiiiii i 64,672 52,602 22.9
Total ... 211,554 203,370 4.0

The 12.9% increase in personnel expenses between 2000 and 2001 was mainly due to the increase in
France Telecom’s international activities.

France Telecom'’s average number of full time equivalent employees increased 9.2%, representing a
52.2% increase outside of France and a 2.4% decrease in the average number of full time equivalent
employees in France.

France Telecom SA

The average number of full time equivalent employees of France Telecom SA decreased 5.5% in
2001 on a historical basis and 4.1% using a constant scope of consolidation (i.e. excluding the effects of
the spin-off of France Telecom Mobiles (Orange France) and the directories division in 2000). The
decrease was due mainly to employee departures linked to France Telecom’s early retirement program.
From the implementation of the early retirement program in September 1996 through December 31,
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2001, 17,393 employees chose to accept early retirement under the program (excluding other pre-existing
early departure programs). During fiscal year 2001, 3,744 employees accepted early retirement under the
program.

France Telecom SA’s personnel expenses decreased 3.1% in 2001. The decrease was due mainly to a
reduction in workforce and to the effects of the spin-off of France Telecom Mobiles (Orange France) and
the yellow pages directories division, as well as to productivity gains realized in support services and
networks that allowed for an increase in the reassignment of personnel to France Telecom subsidiaries
experiencing strong growth.

Domestic subsidiaries

The 19.7% increase in the average number of full time equivalent employees of domestic
subsidiaries in 2001 was due to (excluding the impact of the spin-off of France Telecom Mobiles (Orange
France) and the directories division) organic and external expansion in Internet access and services,
directories and hosting, as well as in wireless telephony services.

International subsidiaries

The 52.2% increase in the average number of full time equivalent employees in France Telecom’s
international subsidiaries in 2001 reflected France Telecom’s growing international scope.

This increase was primarily due to the following effects of consolidation:

® the full consolidation of Orange UK as of September 1, 2000 (with 8,450 full time equivalent
employees), Orange Communications SA as of November 1, 2000 (with 1,152 full time
equivalent employees), QDQ Media as of April 1, 2001 (with 791 full time equivalent
employees), Telecom Mauritius from January 1, 2001 (with 714 full time equivalent
employees) and of Freeserve from March 1, 2001 (with 254 full time equivalent employees);

® the full consolidation of Global One from April 1, 2000 and its merger with Equant as of July 1,
2001 (with 6,543 full time equivalent employees); and

° the change in the level of proportional consolidation of ECMS in Egypt as of January 1, 2001,
from 46.1% to 71.25% (with 446 full time equivalent employees).

Excluding the effects of changes in scope of consolidation, the average number of full time
equivalent employees in France Telecom’s international subsidiaries increased 3.5%.

Personnel costs for international subsidiaries increased 63.7%, mainly due to the effects of scope of
consolidation previously mentioned. In addition, certain consolidated subsidiaries in Europe experienced
higher average personnel costs than the rest of the France Telecom group within the scope of
consolidation for 2000.

This increase was also due to the significant rise in the workforce of subsidiaries operating wireless

networks, including Mobistar in Belgium, Dutchtone in The Netherlands and Orange A/S in Denmark, and
fixed line networks, in particular Uni2 and Catalana in Spain.
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5.7.7 Net Income

The following table presents information concerning operating income through net income for each
of the years ended December 31, 2000 and 2001, including information before and after exceptional
provisions and exceptional amortization. The non-recurring provisions and exceptional amortization
concern NTL, MobilCom, the contingent value rights (CVRs) related to the acquisition of Equant, and
Telecom Argentina.

Year ended December 31,

2001 2001 2001 2000

Before Impact of After After
non-recurring  non-recurring non-recurring  non-recurring
provisions and provisions and provisions and provisions and

exceptional exceptional exceptional exceptional
amortization amortization amortization amortization

(€ millions)

Operatingincome .................... 5,200 — 5,200 4,856
Interest expenses, net ................... (3,847) — (3,847) (2,006)
Exchange gains/(losses), net .............. (337) — (337) (141)
Discounting of early retirement liability ... (229) — (229) (237)
Other non-operating income/(expense),

1 =1 A 3,476 (9,380) (5,904) 3,957
Incometaxes .............oiiiiiiii.. 1,434 1,498 2,932 (1,313)
Employee profitsharing ................. (131) (131) (141)
Equity in net income/(loss) of affiliates .. .. (714) (176) (890) (275)
Minority interests ...................... 172 542 714 52
Income/(loss) before amortization of

goodwill ........................... 5,024 (7,516) (2,492) 4,752
Goodwill amortization .................. (2,531) (2,531) (1,092)
Exceptional goodwill amortization ........ (563) (2,694) (3,257) —
Netincome .......................... 1,930 (10,210) (8,280) 3,660

Exceptional provisions and exceptional amortization

MobilCom

A reconsideration of the market outlook for the wireless telephony market in Germany, which has
two dominant wireless operators and four new competitors, led France Telecom to depreciate in full the
goodwill related to MobilCom, recording €2,509 million as exceptional amortization. France Telecom also
depreciated the remaining balance of the equity accounting value for €839 million, recorded in non-
operating expenses. Finally, using prudent accounting measures, France Telecom depreciated other assets
totaling €554 million under non-operating expenses, consisting essentially of France Telecom’s shareholder
advances to MobilCom. The negative impact on net income of these items was €3,191 million.

NTL

At December 31, 2001, France Telecom held 18.3% of the voting rights of NTL, following investments
in NTL common shares for €2.97 billion, in NTL preferred shares acquired in successive tranches in 1999 and
2000 for a total amount of €3.71 billion and in convertible notes acquired in 1999 for €230 million.

In order to reduce its debt, in early 2002, NTL began a search for a new strategic shareholder and
began to restructure its financial situation. Within this context, France Telecom decided not to increase
its financial investment in NTL and to reassess the value of its investment in NTL on the following bases:
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(i) the common shares have been fully depreciated, representing a complementary provision of €2,075
million in 2001; (ii) the convertible notes have been valued on the basis of their market price at December
31, 2001, resulting in a depreciation charge of €161 million; (iii) the preferred shares have been
depreciated for 65% of their nominal value, resulting in a charge of €2,415 million; (iv) a provision for risk
of €811 million has been established on the same basis for the preferred shares held by certain financial
institutions which are the subject of put and call agreements with France Telecom; and (v) a charge of
€448 million was recorded for various costs associated with this transaction. These elements were
included as non-operating expenses for a total of €5,910 million. Overall, these charges had a negative
impact of €4,581 million on net income.

When France Telecom issued its financial statements for the year ended December 31, 2001 on
March 20, 2002, NTL was seeking a new strategic shareholder and in the process of a financial
restructuring plan, both processes begun early in 2002, as indicated in Note 8 to the Consolidated
Financial Statements.

After the board of directors’ meeting of March 20, 2002, the strategic investors with whom NTL was
in negotiation withdrew and, on May 8, 2002, NTL filed for bankruptcy protection in court. A financial
restructuring plan received preliminary approval from an unofficial committee of the principal classes of
holders of NTL bonds and France Telecom.

Equant CVRs

Market trends in 2001 and at the beginning of 2002 (notably in terms of operating income before
depreciation and amortization multiples) resulted in a market value since issue for the France Telecom
CVRs issued in connection with the acquisition of Equant corresponding to a payment of the CVRs at
maturity. While France Telecom considers that the assumptions set forth in Equant’s business plan
remain valid, France Telecom believes that this additional payment would not be recovered from the
value in use of its investment in Equant as derived from the business plan. As a result, France Telecom
recorded a provision for the maximum risk, amounting to €2,077 million.

Telecom Argentina

Following the currency crisis relating to the Argentinean peso that began on December 21, 2001,
Telecom Argentina appointed advisory banks to assist Telecom Argentina in managing its debt. Telecom
Argentina’s debt is mainly denominated in US dollars and the indexation of prices to the US dollar has
been abolished. France Telecom has determined that the economic crisis in Argentina effectively reduced
its capacity to control Telecom Argentina. As a result, Telecom Argentina, which was proportionally
consolidated until December 21, 2001, is now accounted for using the equity method as from that date.
France Telecom fully amortized residual goodwill for €185 million and recorded an exchange gains/
(losses), net loss of €178 million under equity in net income of affiliates, reducing the value of Telecom
Argentina to zero in the accounts. In total, these elements had a negative impact of €361 million on
France Telecom’s net income. (See Note 7 in the Notes to the Consolidated Financial Statements)

Interest expense, net and exchange gains/(losses), net

France Telecom’s interest expense, net increased €1,842 million to €3,847 million in 2001, compared to
€2,006 million in 2000. The increase in interest expense, net was mainly due to the full-year effect in 2001 of
the indebtedness incurred in connection with the acquisition of Orange plc in the second half of 2000.

Exchange gains/(losses), net totaled a loss of €337 million due to hedging on assets denominated in
US dollars (compared to a loss of €399 million in the first half of 2001).

After taking into account the receivable from the sale of real estate for €2,689 million, France
Telecom’s net debt amounted to €60,734 million, compared to €60,998 million at December 31, 2000 and

232



€64,972 million at June 30, 2001. This amount includes €10,750 million in convertible and exchangeable
bonds in 2001, compared to €2,653 million at December 31, 2000. Also, the change in the method of
consolidating Nortel/Telecom Argentina to the equity method since December 31, 2001 reduced the net
indebtedness of France Telecom by €2 billion at December 31, 2001.

The average maturity of the debt increased to approximately 4.6 years at December 31, 2001,
compared to 2 years at December 31, 2000, due to the issuance of bonds in March and November 2001.
The increase in the average maturity of debt contributed to the rise in the weighted average annual cost
of France Telecom’s net debt from 5.74% at December 31, 2000 to 5.82% at December 31, 2001. The
longer maturity of the debt caused an increase in issue price and margin. The increase in the weighted
average annual cost of the debt was also due to higher issue spread demanded by bond investors.
However, due to the issuance by France Telecom of bonds exchangeable or convertible for shares of
France Telecom, STMicroelectronics and Orange, and the decrease in short term interest rates (the
EURIBOR three month rate decreased from 4.85% at December 31, 2000 to 3.30% at December 31, 2001),
the weighted average annual cost of the debt increased by only 8 basis points. On December 31, 2001, the
weighted average spot rate for bank loans and long term bonds decreased to 5.29% from 5.98% on
December 31, 2000.

France Telecom held 66% of its debt at fixed interest rates, after swaps, as of December 31, 2001.

It is France Telecom’s policy not to engage in speculative derivative transactions. Since most
derivatives are entered into to hedge underlying business exposures, market risk in these instruments is
largely offset by equal and opposite movements in the underlying exposure.

Information concerning risks related to the France Telecom’s level of indebtedness can be found in
“Item 3. Key Information — 3.3.2 Risk Factors Relating to the Telecommunications and Wireless
Industries — France Telecom may be unable to obtain future financing to fund the development of its
business”.

Information concerning risks related to financing of investments can be found in “Item 3. Key
Information — 3.3.1 Risk Factors Relating to France Telecom’s Business — France Telecom has
substantially increased its outstanding debt to finance acquisitions and investments. If it is unable to
reduce its indebtedness and cannot secure refinancing, France Telecom may face liquidity shortfalls.

Equity in net income/(loss) of affiliates

Before non-recurring provisions and exceptional amortization, equity in net income/(loss) of
affiliates showed a loss of €714 million in 2001, compared to a loss of €275 million in 2000, due mainly to
the deconsolidation of FT1Cl, the holding company for France Telecom’s indirect interest in
STMicroelectronics, for which equity in its net income was €181 million in 2000. The increased losses from
affiliates were also due to development costs and the effects of the change in scope of consolidation for
Wind in Italy, consolidated at a level of 43.4% until the end of July 2001, then at 26.6% from August 1,
2001, compared to 24.5% in 2000, and MobilCom in Germany, consolidated at 28.5% from November 1,
2000.

These losses were partially offset by improved earnings contributed by TP SA and PTK in Poland.

Including exceptional provisions taken by France Telecom in 2001, equity in net income/(loss) of
affiliates included an additional loss of €178 million with respect to Nortel/Telecom Argentina. France
Telecom determined that the Argentinean peso crisis reduced its capacity to control Telecom Argentina,
and as a result Telecom Argentina, proportionally consolidated until December 21, 2001, has been
accounted for using the equity method from that date. The loss was primarily due to the exchange rate
loss recorded by the Nortel/Telecom Argentina affiliates on their dollar-denominated debt.
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Other non-operating income/(expense), net

In 2001, before exceptional provisions and exceptional amortization, other non-operating income/
(expense), net, amounted to €3,476 million compared to €3,957 million in 2000. This amount includes
capital gains and losses from sales of assets, dividends, income from dilution, other provision movements
and costs of sale of receivables.

The main items included in this category in 2001 were the capital gains realized on France
Telecom’s sale of its holdings in STMicroelectronics for €1,068 million, in Sema Group plc for €401 million,
and in Sprint FON for €181 million, net of exchange adjustments. The first phase of a sale of real estate
assets by France Telecom resulted in capital gains of €705 million.

In addition, other non-operating income/(expense), net in 2001 included income from dilution
totaling €1,086 million related to Wanadoo’s acquisition of Freeserve in the United Kingdom and Indice
Multimedia in Spain, as well as income from dilution in connection with the contribution of Infrostrada to
Wind of €934 million. It also reflected income of €482 million following the final valuation of Global One
in the context of its merger with Equant.

Other provision movements included a net write-back of €396 million of the reserve taken at
December 31, 2000 following the Global One/Equant transaction, a provision of €134 million relating to
TE.SA.M and provisions relating to the realizable value of certain non-strategic foreign subsidiaries,
including €141 million for Intelig. Costs of sale of receivables included €419 million relating to the sale of
carry-back receivables and €79 million relating to the securitization of receivables with a Fonds Commun
de Créances.

Other non-operating income/(expense), net also included exceptional provisions of €9,380 million
(see “Exceptional provisions and exceptional amortization”, above), including (i) a valuation allowance of
€5,910 million on common and preferred shares of NTL, convertible bonds and other charges, (ii) a
provision of €2,077 million for losses and charges related to the Equant CVRs and (iii) a provision of €1,393
million related to the depreciation of the balance of the equity accounting value and several assets of
MobilCom.

Income taxes
France Telecom files a consolidated tax return for all French subsidiaries in which it holds 95% or
more of the share capital.

Following Orange’s share offer and listing, Orange SA and its French subsidiaries are no longer
included in the France Telecom SA’s consolidated tax regime in 2001 and have formed a separate
consolidated tax regime starting in 2002.

Following Wanadoo's share offer and listing in July 2000, Wanadoo SA and its French subsidiaries
have a separate consolidated tax regime from January 1, 2001.

The following table presents information concerning income for France Telecom before goodwill
amortization, minority interests, income taxes and equity in net results of affiliates.

Year ended December 31,

2001 2000
(€ millions)
French COMpPanies . .....ovtuir e e e (2,938) 7,423
FOreign ComMPanies .. ......uiunee ettt e, (2,310) (1,135)
Total .o e (5,248) 6,288




Corporate taxes for 2001 are calculated by applying an estimated effective tax rate to income before
taxes for 2001. Deferred taxes are calculated on the basis of the tax rate approved by the legislature, i.e.
36.43% for 2001 and 35.43% for 2002.

In 2001, France Telecom SA and its consolidated tax regime recorded a significant tax loss, primarily
due to the Orange public offering and the sale of France Telecom shares to SITA in connection with the
Equant acquisition. This tax loss generated a carry-back of €1,630 million and a carry-forward loss of
€2,231 million.

In December 2001, France Telecom sold the following government receivables to the Public
Treasury:

° a receivable of €235 million resulting from the optional carry-back of the tax loss from 2000;
and

° a receivable of approximately €1,471 million resulting from the optional carry-back of France
Telecom’s tax loss from 2001. As part of the transaction, France Telecom subscribed for notes
worth €1,111 million.

Non-transferable tax loss carry-forwards resulted in the recognition of a credit of €1,453 million
shown in France Telecom’s income statement related to creation of a deferred tax asset, with €778
million recorded directly against consolidated reserves for the amount corresponding to the tax effects of
the sale of France Telecom shares. See Note 21 in the Notes to the Consolidated Financial Statements.

The following table summarizes information on the corporate taxes for France Telecom for the
years ended December 31, 2000 and 2001.

Year ended
December 31,
2001 2000
(€ millions)
Income/(Charge)
France Telecom SAcarry-back ........ ... .. i 1,630 76
O NET . (788) (1,666)
LU= 2 o = T 842 (1,590)
France Telecom SAtax loss carry-forward ............... .. iiiiiiiiiiinnnna... 1,453 —
Discounting charge for entities of France Telecom SAtaxgroup ................... (750) —
O NET . 1,387 277
DEferred taXES . . o vttt 2,090 277
TOtal taXES . ot e 2,932 (1,313)
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The following table sets forth the reconciliation between the theoretical tax calculated using the
statutory tax rate in France and the effective rate of income tax.

Year ended
December 31,
2001 2000

(€ millions)
Income/(Charge) ............ . i e
Legal taxX rate ... e 36.43% 37.76%
Theoretical tax .. ... oo 1,912 (2,374)
Permanent differences . ....... ...ttt . 2,846 1,433
Losses from subsidiaries not included in French consolidated tax regime ...... (1,826) (1,154)
Effectof reduced taxrate ...t — 782
EffeCtiVe taX .ot 2,932 (1,313)

The permanent differences for 2001 were mainly due to (i) differences between the book value and
the tax value of the Orange SA shares offered in the initial public offering, (ii) the dilution gains relating to
Wanadoo and Wind, as well as (iii) the effect of the gain recognized in the context of the contribution of
Global One to Equant.

Employee profit sharing

Under the law of July 26, 1996 and applicable French labor legislation, France Telecom has been
subject to profit sharing requirements since January 1, 1997. The profit sharing agreement, signed with
France Telecom’s major labor unions, includes France Telecom’s French subsidiaries whose capital is
directly and indirectly owned at more than 50%.

The corresponding charge in 2001 amounted to €131 million, compared to €141 million for 2000.

Income/(loss) before goodwill amortization

Before non-recurring provisions and exceptional amortization, income/(loss) before goodwill
amortization, increased to €5,024 million in 2001 from €4,752 million in 2000. After exceptional provisions
and exceptional amortization, that amount was a loss of €2,492 million in 2001.

Goodwill amortization

On December 31, 2001, the recurring goodwill amortization charge increased to €2,531 million,
compared to €1,092 million in 2000, mainly due to the significant financial investments undertaken in
connection with France Telecom’s international expansion, especially during 2000, which generated
increased goodwill. Amortization of the goodwill on these acquisitions, in particular including Orange plc
for €1.2 billion, Equant/Global One for €365 million, MobilCom AG for €133 million and TP SA for €115
million, is over a period of 20 years.

In 2001, France Telecom amortized certain goodwill amounts on an exceptional basis for a total of
€3,257 million. The exceptional goodwill amortization related to Ananova and Wildfire (€211 million) and
Equant/Global One (€349 million) with respect to restructuring costs and other ancillary costs of the
acquisition. Exceptional depreciation was also included with respect to MobilCom for €2,509 million and
Nortel/Telecom Argentina for €185 million.
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Net income (loss)

Before exceptional provisions and exceptional amortization, consolidated net income was €1,930
million in 2001. After exceptional provisions and exceptional amortization, France Telecom had a
consolidated net loss of €8,280 million for 2001.

5.8 Liquidity and Capital Resources

In 2002, other than the cash flow generated by operations, net of cash flow generated from
investment activities, which are described below in “Net cash provided by operating activities” and “Net
cash used in investing activities” and which provided a net resource of €0.3 billion, France Telecom had
recourse to external financing as set forth in the table below. At December 31, 2002, France Telecom had
€68.0 billion in net debt (before taking into account cash collateral), of which €60.4 billion was long term
debt, €10.5 billion was short term debt, and €2.9 billion was available funds (cash and marketable
securities). Net short term debt less available funds was €7.6 billion of which €7.66 billion was short term
drawings on lines of credit which expire from 2003 to 2005.

France Telecom’s net debt is defined and calculated in conformity with Note 12 in the Notes to the
Consolidated Financial Statements and breaks down as follows:

Totals at
December 31
2002 2001
(€ millions)
Long and medium term borrowings
NOTES (D L 53,286 49,001
BanK loans ... 6,369 6,338
CapItal leaSES . . . v vttt 420 73
Other l0ans . . ..o 318 727
Totallongtermborrowings ................ ... ... . i, 60,393 56,139
Short term borrowings and borrowings due after less than one year
BanK loans . ... 7,954 6,973
CoMMENCIal PAPET ot 1,058 2,369
EMTN (European Medium Term NOteS) . ......ooiiiiiieeeiiiiee e, 70 646
Other non-bank loans and bank credit balances ........... ... ... ... .. .o ... 1,408 1,377
Totalshorttermborrowings ................ .. ... .. iiiiiiiiiiiinn... 10,490 11,365
Available funds
Totalavailablefunds ............ .. ... .. i (2,864) (4,081)
Cashandcashequivalents ........ ... i i (2,819) (2,943)
Marketable SECUMTEIES .. ..ot e e e e (45) (1,138)
Netdebt ........ . 68,019 63,423

(1) Including, in 2002, convertible or exchangeable bonds of €11.192 billion.

(2) At December 31, 2002, France Telecom made short term borrowings (less than one year) under its lines of credit, resulting in
these amounts being shown as short term debt. As the table below shows, these lines of credit have maturity dates between

2003 and 2005.

Line of credit Maturity Short Term Drawdown

Tranche A e €5 billion 2003* €3.75 billion

Tranche B ..o €10 billion 2005 €2.5 billion

Other . $1.4 billion 2004 €1.408 billion
Total: €7.658 billion

* “Term out” (an option to extend for one year) not

exercised.
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At December 31, 2002, the contribution to consolidated net debt from companies newly
consolidated in 2002 came to €3,619 million. The TP Group of Poland, which was wholly consolidated
starting on April 1, 2002, added another €3,583 million to the group’s net debt at December 31, 2002. The
sale of TDF in December 2002 contributed to reducing debt by a net amount of €1,290 million, the
proceeds of the sale amounting to €1,594 million and reimbursement of current accounts amounting to
negative €304 million. The breakdown of debt by currency (after swaps) and by maturity is described in
“Item 11. Qualitative and Quantitative Disclosures about Market Risk — 11.1 Sensitivity of Indebtedness
to the Evolution of Interest Rates to Market Risks” and in “Item 5. Operating and Financial Review and
Prospects — 5.10.1 Contractual obligations and commercial commitments” and in Note 16 in the Notes to
the Consolidated Financial Statements.

5.8.1 Liquidity

Net cash provided by operating activities

Net cash provided by operating activities increased approximately 67% to €11,839 million in 2002
compared to €7,076 million the year before and €6,613 million in 2000.

The increase was due partially to the increase in self-financing capacity which amounted to €8,578
million in 2002, compared to €7,406 million in 2001, a 15.8% increase (€6,863 million in 2000) generated
by the more than 21% increase in operating income before depreciation and amortization while a strong
decrease in working capital requirements accounted for the rest. This had a €3,261 million positive impact
on cash flow from operations in 2002 whereas it had a €330 million negative impact in 2001.

The lower working capital requirement resulted from a reduced balance of inventories, trade
account receivables and operations providers, which had a €992 million positive impact as against a €875
million negative one in 2001, and €1,111 million in proceeds from the assignment of tax credits (carry-
back) realized in 2001.

The changes in other loans are mainly due to changes in net debt (accrued interest not matured and
debt linked to cash-based securities).

In addition, the operating debt resulting from assigning France Telecom’s future claims on the
French government was reclassified as a bank loan on December 31, 2002. This increased working capital
requirements and net debt by €607 million.

Net cash used in investing activities

Net cash used in investing activities comprises acquisitions and divestitures of tangible and
intangible assets, acquisitions of equity interests, investments in companies accounted for using the
equity method and net fluctuations in other investments and marketable securities.

Net cash used in investing activities rose to €11,514 million at December 31, 2002 from €10,824
million the year before and 46,888 at December 31, 2000. The main financial investments made in 2002
include the purchase of €5,022 million of treasury stock (see Note 21 in the Notes to the Consolidated
Financial Statements), which was mainly comprised of the buyout of the remainder of Vodafone’s stake
in France Telecom following the acquisition of Orange plc, and the purchase of €950 million of Orange
shares held by E.On as payment for the transfer of its equity interest in Orange Communications SA of
Switzerland to Orange SA. In addition, the exercise of the option to purchase all of the NTL preferred
stock held by the financial institutions came to €1,092 million.

Net cash used in investing activities at December 31, 2002 included in particular €1,290 million, of
proceeds from the sale of TDF net of the acquisition of the equity stake in Tower Participations, France.

There were also €2,550 million of proceeds from the sale of real estate at December 31, 2002.
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In 2001, net cash used in investing activities included €4,524 million of proceeds from the sale of
equity shares, mainly STMicroelectronics, Sprint Fon and Sema. Additionally, Orange SA’s initial public
offering generated €6,102 million in proceeds for the first-half of 2001. In June 2001, France Telecom
acquired a majority share of the capital of Equant, which merged with Global One. Since December 31,
2001, after the merger of these two companies, France Telecom held 54.2% of the newly created group.
This transaction did not lead to any cash out outlay.

In addition, at December 31, 2001, net cash recorded the effect of the repurchase of a portion of the
France Telecom shares held by Vodafone following the acquisition of Orange plc for €8,807 million.

Tangible and intangible investments net of payables to fixed-asset suppliers declined to € 7,943
million in 2002 from €8,553 million in 2001 and €14,313 million in 2000.

Net cash provided by financing activities

Net cash used in financing activities amounted to €194 million at December 31, 2002 compared to
€4,726 million provided by financing activities in 2001 and €39,910 million at December 31, 2000. The
main financing deals in 2002 included the following bond issues:

® €442 million of bonds mandatorily exchangeable into STMicroelectronics shares maturing on
August 6, 2005,

®  Additional borrowing of €150 million maturing on March 14, 2008 as part of the €3.5 billion
medium term notes issued in March 2001,

A December 2002 €2.5 billion bond issuances maturing on December 23, 2009 and a £250 million
bond issuance (approximately € 384 million) maturing on December 20, 2017.

Net cash from financing activities also includes €271 million of proceeds from the UMTS supplier’s

credit. In 2002, France Telecom paid €395 million in dividends in cash compared with €1,075 million in
2001. A portion of the 2002 dividend was paid out in shares of France Telecom stock.

5.8.2 Capital resources
Bond issues

In 2002, in order to reduce its short term debt, France Telecom accessed the bond markets, in
particular in December 2002, issuing €2.5 billion maturing on December, 23, 2009 with a 7% coupon and
£250 million, or approximately €384 million, maturing on December 20, 2017 with an 8% coupon.

Additionally, on July 29, 2002, France Telecom issued a bond that is only redeemable in
STMicroelectronics shares at a rate of 6.75% and for a total amount of €442 million and maturing on
August 6, 2005.

The rates obtained are indexed on those of the money market, increased by a margin.

France Telecom also issued an aggregate €5.88 billion of new long term bond issues in January 2003:

. a €1 billion issue maturing on September 28, 2007 with a 6% coupon,

° a €3.5 billion issue maturing on January 28, 2013 with a 7.25% coupon,

. a €1 billion issue maturing on January 28, 2033 with an 8.125% coupon,

o a £250 million (€384 million) issue maturing on December 20, 2017 with an 8% coupon (similar
to the pound sterling issue of December 2002).
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In February 2003, France Telecom issued €500 million of 30-year bonds to increase the borrowing
maturing on January 28, 2033 by assimilation.

The bond issues are described in Note 14 in the Notes to the Consolidated Financial Statements.
Lines of credit

France Telecom had at December 31, 2002 credit facilities as bilateral lines of credit and syndicated
lines of credit in a total amount of €16,785 million.

On February 14, 2002, France Telecom entered into a €15 billion multi-currency syndicated line of
credit to replace the lines of credit negotiated as part of the acquisition of Orange plc. In order to obtain
this line of credit, France Telecom is bound to maintain the financial ratios described in “Item 11.
Quantitative and Qualitative Disclosures about Market Risk —11.1.2 Liquidity risks”.

Tranche A of the €15 billion syndicated credit line expired on February 14, 2003. A new three -year
€5 billion line of credit replaced it. The covenants for this line of credit are described in “Item 11.

Quantitative and Qualitative Disclosures about Market Risk — 11.1.2 Liquidity risks”.

Repayment Schedule for Gross Borrowings

Refinancing
Convertible, via Debt
Exchangeable Offerings
Long Term or Short Total Gross from the Total, post
Debt-France Long Term Debt- Reimbursable Term Indebtedness beginning 2003
(€ millions) Telecom Subsidiaries Debt Debt® at 12/31/02 of 2003 Refinancing
2003....... 8,865 1,548 3,082 10,490 23,985 (6,379) 17,606
2004 ....... 4,273 1,828 4,176 10,277 10,277
2005 ....... 5174 864 3,934 9,972 9,972
2006....... 3,796 1,073 4,869 4,869
2007 ....... 1,186 756 1,942 1,000 2,942
2008 and
beyond .... 17,445 2,393 19,838 5,379 25,217
Total gross
Borrowings 40,739 8,462 11,192 10,490 70,883 70,883

0

(1) €7,658 million was drawn on France Telecom syndicated lines of credit (see “5.8.2 Capital Resources”)
(2) Offerings amounting to €6,379 million in January and February 2003.

The average maturity of France Telecom’s debt went from 4.6 years at December 31, 2001 to 4.0

years at December 31, 2002.

The debt offerings discussed in “5.8.2 Capital Resources” will raise the average maturity date of

France Telecom’s debt to approximately 5.27 years as of the end of February 2003.

5.9 Transfers of Receivables
France Telecom and Orange both have receivables transfer programs in place. These programs cover

receivables existing at the program initiation date, as well as debts incurred during the life of the

program. The transferor guarantees the servicing of the debt for the account of the transferee.

The transferees, formed according to applicable law in the relevant country, are financed by third
parties through channels of securitization which include, on average, deferred prices and subordinated
portions underwritten by the transferor.

240



The deferred prices and subordinated portions represent the residual interests retained by the
transferor of the debt. They are used to cover risks of non-recovery of transferred debt and removals from
the balance sheet. These residual interests are classed as “Other long term assets.” The accounting
treatment of debt transfers is discussed in Note 2 in the Notes to the Consolidated Accounts.

Transfer of Trade Receivables by France Telecom

France Telecom is proceeding with non-recourse transfer of trade receivables, such as those coming
from fixed line telephone contracts with large businesses and the general public in France by way of a
Common Debt Fund (Fonds Commun de Créances, or FCC). These transfers have planned maturity in
December 2003 (renewable).

Transfer of Trade Receivables by Orange

Orange entered into a trade receivables program in December 2002, through which the title to debts
from Orange France’s and Orange PCS’s Mobile activities in the United Kingdom were transferred,
without recourse, to a common debt fund (FCC) governed by French law, and to a Jersey trust established
under UK law. These programs have a planned maturity of five years which may be reduced if the
transfer of receivables to the fund is terminated by anticipation.

The programs discussed above are set forth in the following table:

December 31,

(in € millions) & m
Liabilities, Net of Transferred Debt ......... ... ... ... . .. 3,078 1,765
- France Telecom Public CUStOMErS . ... oottt e e et 1,541 1,765
- France Telecom Business CUStOMErS . ... ..ttttttiee et iiiiee e, 823 -
SO AN i 714 -
Residual Interests
- Fond commun de creances interests and Deferred Prices ............. ..., 1,679 1,049
S DEPrECIAtiON . . o (312) (198)
Residual Interests, Net . ... .. i e 1,367 851

Impact on cash flow for the period (not including transfer fees and non-recoverable
TECRIVADIES ) oottt

SForthe Period . ... 797 914
SCUMULALIVE .« .o 1,711 914

These transfer of receivables programs contain several amortization acceleration events: (i) normal
amortization at the contractual end date of the programs at December 31, 2003 (renewable maturity
dates) or (ii) accelerated amortization, particularly in the case of a ratings decrease on France Telecom’s
long term debt, below BB — or BB+, depending on the program. In the case of accelerated amortization,
the receivables securitization conduits would cease to participate in the financing of new receivables and
the collection of previously transferred receivables will be used to progressively pay off holders of shares
in the common debt fund.

Orange’s programs require the maintenance of certain financial ratios (ratios of indebtedness and
the coverage of financing costs), the non-respect of which triggers a stop to transfers with an end to
progressively disengage holders of shares in the debt by way of collected funds.
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5.10 Contractual Obligations and Off Balance Sheet Commitments

5.70.1 Contractual obligations and commercial commitments

At December 31, 2002
Payments due by period

Before Between Between 2008
end 2004and 2006 and and

(in millions of euros) Note Total 2003 2005 2007 beyond
Obligations reflected in the balance sheet
Short term borrowings................ 15 10,490 10,4900 — — —
Long term borrowings ................ 14 60,393 13,494 20,249 6,811 19,839
Of which convertible and exchangeable

notes @ ... 13 11,1792 3,082 8110 0 0
Of which capital leases ................... See

below 420 76 59 89 196
EquantCVRs® ... ..................... 18 2,077 — 2,077 — —
Early retirementplan ................. 18 5,077 713 1,619 1,580 1,165
UMTS vendor financing ............... 18 531 244 287 — —
Total ......... ... ... .. 78,568 24,941 24,232 8,391 21,004
Off balance sheet obligations
Operating leases .................... ... See
below 6,593 916 1,653 1,483 2,541

Commitments related to investments

and to current supply of goods and See

services .............. ... ...l below
TP Group Investment commitments ......... 4,066 1,039 1,286 1,741 4
Investment commitments ................. 1,773 1,080 572 120 1
Supply commitments . .................... 3749 1,886 890 414 559
Total ................ ... 16,181 4,921 4,401 3,758 3,101
1) Including €3,750 million on the A tranche of the France Telecom syndicated loan which matured in February 2003 (a new

credit line of €5 billion maturing was put in place in February 2003, maturing in 2006); including €2,500 million on the B
tranche of the France Telecom syndicated credit line maturing February 2005; including €1,408 million maturing June 2004.
(2) Maximum amounts excluding assumptions as to conversion or exchange.
(3)  As part of the Equant acquisition, France Telecom issued CVRs to certain beneficiaries. This commitment was, at December

2001, provided for for maximum risk (see Note 18).

At December 31, 2002,
Commitments by period
Before Between Between 2008
Other commercial commitments end 2004 and 2006 and and
(in millions of euros) Note Total 2003 2005 2007 beyond
Open credit lines ™
France Telecom SA credit lines ............. 15 16,935 5,600@ 11,335 — —
TPSAcreditlines ........................ 15 920 309 218 — 393
Orange credit lines ...................... 15 2,843 819 1,808 201 15
Guarantees given to third parties by
France Telecom

As part of operating activities ® ............ See

below 1,868 181 399 36 1,252
QTEleases ...........cccvueiiiiinninnnnn. See

below 1,907 — — — 1,907

(1) Maximum amount of the commitment received including amounts used also included in borrowings in the previous table.

2) Including €5,000 million of the Tranche A France Telecom SA syndicated credit line which matured in February 2003 (a new
credit line of €5,000 million maturing 2006 was put in place in February 2003).

(3)  Amount excluding asset and liability warranties given as part of divestiture agreements.
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5.10.2 Commitments related to investments

Off balance sheet commitments relating to purchases of network equipment,
terminals and telecommunications connections

In the ordinary course of its activities, France Telecom enters into purchase contracts with network
equipment manufacturers and into supply contracts with suppliers of terminals and other equipment.

Off balance sheet commitments related to network construction and operation

In connection with the award of licenses, concession contracts or acquisition of businesses, France
Telecom is committed to certain obligations, not included in the table above, imposed by administrative
or regulatory authorities relating to network coverage, quality of service and tariffs. In some instances,
France Telecom is required to provide comfort letters to financial institutions relating to bank guarantees
given to relevant authorities.

Management believes that France Telecom has the ability to meet these obligations to
administrative or regulatory authorities.

Moreover, in certain exceptional cases, France Telecom is committed to perform or to vote in favor
of specific investment programs. In particular:

° As part of the acquisition of TP Group by the France Telecom / Kulczyk Holding consortium
(see Note 3 to the consolidated financial statements), France Telecom is committed to the
Polish State to vote in favor of a pluriannual investment program between January 1, 2001 and
December 31, 2007. At December 31, 2002, the amount remaining to invest by TP Group
within this program amounts to €4,066 million.

° France Telecom (through its subsidiary FCR Vietnam) committed in July 1997 to VNPT, the
Vietnamese fixed line telephony operator to ensure the service and installation of new
telephone lines to Ho-Chi-Minh City. The residual amount of the contribution initially planned
amounts to US$387 million. However, given the contractual adjustments relating to a
minimum return rate and to the equipment usage rate, the amount remaining to invest should
be between US$100 and 120 million. Moreover, discussions are in progress with VNPT which
should lead to an extension of the timeframe for the commitment (originally to July 2003), to
2007.

° On September 24, 2002, Orange France committed jointly with two other mobile telephony
operators in France, to meet French government expectations of coverage of certain
“blanches” zones (with no network coverage) as identified by the Comité interministériel
d’aménagement du territoire (CIADT) on July 9, 2001, to cover 1,638 communes, which would
represent deployment on approximately 1,250 sites. The definitive number and list of
communes and sites for deployment and the precise conditions of application are not currently
known.

5.10.3 Commitments related to leases

France Telecom leases land, buildings, equipment, vehicles and other items under lease agreements
expiring at various dates during the next 12 years.

Moreover, as part of the divestment of part of its buildings (See Note 6 in the Notes to the
Consolidated Financial Statements), France Telecom is committed to re-lease these buildings except for
certain assets to be vacated in the short term. Management expects that leases that expire may or may
not be renewed or replaced by other leases in the normal course of business according to France
Telecom’s needs. See “Item 4. Information on France Telecom — 4.13 Real Property”.
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Rental expense under operating leases in the year ended December 31, 2002 amounts to €1,096
million including €197 million relating to the buildings divested as part of the real estate divestment
program in 2001 (€831 million in 2001 and €473 million in 2000).

The table below shows future minimum lease payments due under non-cancelable capital and
operating leases at December 31, 2002:

Capital Operating

(in millions of euros) lease® lease@
20083 . e e e e e I 916
2004 . e e e e 51 848
2005 e e e 35 805
2006 . 34 766
2007 it e e e 77 717
2008 and thereafter ...t 237 2,541
Total minimum future lease payments ..........oviiiiiinnnnnniiiinnnnnnnn, 525 6,593
Less: interest payments ... ...ttt 105
Present value of minimum commitments ............ ... .o, 420

(1) Included in the borrowings set out in Note 14.
(2) Including those contracted in relation to the sale of part of the real estate.

“QTE Leases”

As part of reciprocal operating leases (QTE leases) with distinct third parties, France Telecom sold
and leased back certain telecommunications equipment. The reciprocal rental flow and France Telecom
remuneration were prepaid at the outset of the contracts and, for this reason, are not shown in the above
table. Of this remuneration, the portion generating for the guarantee against third party commitments
given by France Telecom is taken as income over the period of this guarantee. France Telecom estimates
that the risk of the guarantee being drawn upon, which amounts to €1,907 million at December 31, 2002
is negligible.

“In substance defeasance” Orange

As part of the lease agreements concluded in 1995 and 1997, Orange plc has deposited amounts
equal to the present value of its rental obligations with UK financial institutions to secure letters of credit
issued by these institutions to the lessors in connection with Orange plc’s rental obligations. These funds,
which totaled €1,157 million at December 31, 2002 (€1,247 million at December 31, 2001 and €1,221
million at December 31, 2000), together with the interest earned thereon, will be used to settle Orange
plc’s rental obligations under the leases.

These in substance early extinguishments of lease commitments result in the set off of the deposit
amount and the capital lease obligation. Accordingly the related capital lease obligations are not shown in
the above table. The operations result in a net credit which has been reflected in the consolidated
balance sheet as deferred income that will be amortized to the income statement over the lease term on
a straight line basis. This includes a provision, based on management assessment of likely outcomes, for
possible future costs arising from variation in interest rates or tax rates.

Orange plc has received guarantees from its former shareholders, Hutchison Whampoa and British
Aerospace, as well as third party insurance to cover the payments of a termination sum, which would
replace the future rental payments under the 1995 finance leases, should the deposit banks become
insolvent. In respect of 1997 finance leases, the lessors bear the risk in the event of insolvency.
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The second tranche of real estate sales
(See “5.5 Recent Developments”)

5.10.4 Guarantees given in the ordinary course of business

The principal commitments of France Telecom for financial borrowings are set out in Notes 13, 14
and 15 in the Notes to the Consolidated Financial Statements.

In the ordinary course of business, France Telecom gives and receives certain guarantees of which
the most significant at December 31, 2002 are as follows :

() Counter guarantees in favor of Enel, the majority shareholder of Wind, to cover France Telecom'’s
share of guarantees made by Enel to financial institutions as part of (i) the deferred payment of
Wind’s UMTS license and (ii) the annual payments by Wind to the Italian railways for the right to
use the rail infrastructure for fixed line operations. The residual commitments of France Telecom
under these guarantees amounts to €152 million at December 31, 2002. This amount represents
Orange’s share, i.e. 26.58% of the residual commitments of Wind expiring December 31, 2010.
Orange signed an agreement on March 20, 2003 related to the sale of its interest in Wind to Enel,
which provides for the release of these counter-guarantees. See “5.5 Recent Developments”.

(i) Guarantees amounting to a maximum €49 million and €58 million respectively, which had been
granted to equipment suppliers in connection with the rollout of BITCO’s network in Thailand,
were released in 2002. In February 2002, France Telecom and its co-shareholders in BITCO
entered, on a joint and several basis, into a sponsor support deed in favor of equipment
suppliers and a pool of Thai banks in connection with a 24-month bridge loan facility of THB 27
billion granted to TA Orange Company Limited (and increased to THB 33 billion, i.e. €735
million, in November 2002). Under this agreement, Orange and its co-shareholders in BITCO
have agreed to inject cash in TA Orange Company Limited up to a maximum amount of $175
million under limited circumstances (the main one being, in the event of a cash shortfall in that
company). Moreover, the Thai authorities have expressed their intention to establish a fair
competitive regime for the telecommunications industry and are taking steps in that direction.
In the event of changes in the regulatory environment prevailing in Thailand, e.g. primarily
through the conversion of the current concession into a license, and if this were combined with
a cash shortfall in TA Orange Company Limited, Orange might incur additional funding
commitments towards TA Orange Company Limited. Those additional funding commitments
would represent the incremental costs that could eventually be incurred by TA Orange Company
Limited as a result of such regulatory changes, over and above the regulatory costs estimated as
agreed with the lenders. Management considers, on the basis of information currently available,
that this move towards liberalization is unlikely to have an adverse economic impact on TA
Orange Company Limited.

(iii) Pursuant to a Shareholder Support Agreement, Orange is required to make a Shareholder
Contribution available to Connect Austria Gesellschaft Fiir Telekommunikation GmbH, a 17.45%
owned investment, up to a total maximum amount of €68 million, under certain limited.
circumstances with respect to a prospective breach or default under this company’s Financing
Agreements. Orange’s commitment expires in 20009.

5.10.5 Asset or liability warranties
® Sales of investments

As part of the sale agreements between certain companies of the group and the acquirers of certain
subsidiaries or investments, France Telecom has accepted ordinary warranty clauses relating to assets
and liabilities in the event of breach of certain representations made at the time of divesture.
Management believes that the risk of these warranties being called upon is unlikely or that the
consequences of their being called upon is not material with regard to France Telecom’s results and
financial situation. For these reasons, these guarantees are not presented in the table in Note 28.1.

® Saleof TDF

France Telecom has not contracted any obligation which could if necessary give rise to an increase
in its commitment with the exception, as for the other shareholders, of a supplementary investment
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commitment, on a pro rata basis of its interest, in the form of convertible notes and warrants limited to
€50 million. The shareholders’ agreement concluded between France Telecom, the investment funds and
Caisse des Dépdts gives control over Tower Participations SAS to the investment funds who in particular
have the majority of representation in the supervisory board. The shareholders are committed, in the
event of breach of contractual provisions relating to the composition of the supervisory board or majority
rules for the general shareholders meetings of Tower Participations SAS to pay on a pro rata basis among
the defaulting parties a penalty of €400 million to the investment funds. Moreover, the shareholder
agreement organizes the shareholder liquidity rights, setting out certain preemption rights for joint exit
and joint divesture subject to legislation currently in force. See Note 3 in the Notes to the Consolidated
Financial Statements.

® Sale of carry back receivables

As part of the sale of carry back receivables resulting from the choice to carry back tax losses for the
years 2000 (€235 million) and 2001 (€1,471 million), as set out in Note 26, France Telecom has accepted a
normal clause relating to the existence of sold receivables to the credit institution and is committed to
indemnify it for any error or inaccuracy noted in the amounts or nature of the receivables sold. The
conformity of receivables sold has been guaranteed for a 3-year period beyond June 30, 2006 (2000 carry
back) and June 30, 2007 (2001 carry back).

5.10.6 Other commitments
Off balance sheet commitments related to investment securities

() As part of the agreements between certain companies of the group and their partners within
other subsidiaries or consortia, clauses relating to put or call options exist over shares held by
partners as well as clauses relating to the transfer of such shares of which the most significant
are:

°* TPSA

Following the sale by the Polish government in 2000 and 2001 of shares in the Polish operator TP
SA, the consortium created by France Telecom and Kulczyk Holding held 47.5% of TP SA at October 31,
2001. The consortium did not exercise, between January 1, 2002 and December 31, 2002 the call option
over 2.5% of the capital of TP SA plus one share, which would have enabled the consortium to become
the majority shareholder of TP SA. Moreover, the consortium also holds a call option enabling it to acquire
a further 10% of the capital of TP SA in the event that the Polish State were to offer TP SA shares, an
option exercisable at the same price as that proposed to institutional investors within this offer. The
shareholder agreement between France Telecom and Kulczyk Holding includes the following clauses
relating to the transfer of TP SA shares: (i) France Telecom has a preemption right over any transfer of TP
SA shares by Kulczyk Holding: (ii) France Telecom has a call option enabling it to purchase from Kulczyk
Holding its original investment of 10% in TP SA (held through Tele-Invest) and its investment of 3.57%
(held through Tele-Invest Il) after July 2006 or earlier in the event of change of control or of violation of
Kulczyk Holding’s obligations, at a price equal to the higher of the acquisition cost plus 15% per year
accrued interest and market value of the shares; (iii) Kulczyk Holding holds a put option enabling it to sell
to France Telecom its original investment of 10% in TP SA and its further investment of 3.57% between
October 2003 and January 2007, at a price equal to its acquisition cost plus accrued interest less dividends
paid; the banks who financed the purchase by Tele-Invest and Tele-Invest I, 100% subsidiaries of Kulczyk
Holding, of TP SA shares can also demand, under certain conditions (notably the insolvency of Kulczyk
Holding or default on certain of its financial commitments, non respect by France Telecom of certain
financial ratios—see Note 16.2 in the Notes to the Consolidated Financial Statements) that France
Telecom takes possession of all the shares which the banks may hold as security (or their rights on these
shares) at a price equal to the amounts remaining outstanding under the credit facilities drawn to finance
the acquisitions plus interest. The amount of this commitment was approximately €1.9 billion at
December 31, 2002.

The movement in the TP SA share price has lead France Telecom to record a provision for the
difference between the commitment and the value in use of the TP SA shares to be received, i.e. a
provision of €571 million in 2002 (of which €300 million in the first half of 2002) (see Notes 18 and 25).
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If the Kulczyk Holding put option had been exercised at December 31, 2002, France Telecom’s
interest in TP SA would have increased from 33.93% to 47.50%. There would have been as a result an
increase in goodwill of €1.3 billion, an increase in borrowings of €1.9 billion and a decrease in minority
interest of €0.6 billion; the provision of €571 million at December 31, 2002 would have then represented a
partial depreciation of the additional goodwill recognized on TP SA.

® San Salvador CTE

France Telecom sold in March 2000 24.5% of the shares which it held in the capital of Estel Co. LLC
(“Estel”) to Central America Communications LLC (“CAC”). In the context of this sale, France Telecom
granted CAC a put option exercisable in case of default of CAC under the terms of the credit agreement
between CAC and Citibank. The price varies between $134.8 million for all 490 CAC shares in Estel before
September 16, 2003 latest falling to $101.1 million between September 17, 2003 and September 16, 2004,
then $67.4 million between September 17, 2004 and September 16, 2005, and $33.7 million between
September 15, 2005 and June 16, 2007.

® Orange Dominicana

Orange’s co-shareholder has a put option, exercisable at any time during the month of January of
each year between 2003 and 2007 at market value as appraised by an independent investment bank,
whereby it can sell its 14% shareholding in this company. France Telecom believes, to the best of its
current knowledge, that the financial exposure of France Telecom relating to this commitment is not
significant.

® TP Internet

TP Internet, a 100% subsidiary of TP SA, has granted a put option on 2,235,002 shares of the
company Wirtualna Polska SA held by the other shareholders of that company. This option allows them, if
the number of unique users of Wirtualna Polska exceeds set goals, to sell to TP Internet their shares
between June 1, 2005 and June 1, 2006 at a price of $16.78 per share increased based on ratios relating to
the number of unique users up to a maximum of $66.40, i.e., a value of between €37 million and €146
million. This option may be exercised before June 1, 2005 in the event of a breach by TP SA or one of its
subsidiaries of their commitment to not operate a competitive Internet portal, with the exception of the
WAPGO portal operated by PTK Centertel. The management of TP Internet has begun negotiations with
the minority shareholders of Wirtualna Polska in order to revise the method of evaluation of shares
included in the put option agreement to reduce the cost of this commitment. These negotiations are not
yet complete.

TP Internet has also granted a put option over 319,564 shares of the company Parkiet Media SA held
by the other shareholders. This option enables them to sell their shares to TP Internet. It is exercisable for
50% of the shares in 2004 and 50% in 2005 at a price indexed on sales and the net result of Parkiet Media
SA for the year preceding the exercise of the option. France Telecom does not consider itself exposed to a
significant risk related to this option.

Moreover, France Telecom has agreed with its partners in some companies clauses for forced or
optional transfer of shares whose first objective is to ensure the respect of the commitments by the
parties and the resolution of situations of disagreement. Most of these clauses provide for the
determination of a transfer price on the basis of market value, generally as fixed by an expert.

France Telecom considers that the start up status of many of the companies concerned gives a
spread of values too large to be pertinent and that their publication would be prejudicial to France
Telecom’s interest in normal negotiations between the parties in the event of the transfer clauses being
applied.

°*  Wind
The agreements governing relationships between the France Telecom group, Enel and Wind provide
for the obligation for the France Telecom group and Enel to finance the development of Wind in the limits
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of a business plan approved by them. France Telecom holds an option to purchase a portion of the Wind
shares held by Enel, sufficient to increase its equity interest in Wind to 76.6% of Enel’s interest. This
option can be exercised at any moment between July 31, 2003 and January 31, 2004 at market price as
determined by investment banks or, if Wind s listed, a price fixed between a range of 15% over and
below the IPO price of Wind plus 10%.

The market price for the purposes of these agreements is the price per share which a third party
would pay to acquire all the shares on the basis of evaluations made by investment banks.

The agreements governing relationships between the France Telecom group, Enel and Wind give the
France Telecom group certain rights over important decisions concerning Wind, and notably a qualified
majority of 83% for the adoption of any decision in an extraordinary shareholders’ meeting. The adoption
by the board of directors of certain important decisions needs the favorable vote of at least one of the
directors appointed by the France Telecom group. In the event of a deadlock on the board of directors
over decisions needing a favorable vote of at least one of the directors named by the France Telecom
group, after a mediation procedure, the decision is taken on the basis of an expert opinion. In the event of
a deadlock in an extraordinary shareholders’ meeting, over a decision requiring a qualified majority, the
party whose position is not met following a mediation and arbitrage procedure has a put option over all
its shares at market price plus 25%.

Moreover, France Telecom also holds a put option of its Wind shares to Enel at market value (as
defined by the agreements) exercisable at any moment in the event of a disagreement between France
Telecom and Enel as to a decision made or adopted by Wind if France Telecom makes its disagreement
known and the decision is not revoked within a certain timeframe.

Call options are also provided for in the event of a change in control of the shareholders. Finally, in
the event of violation confirmed in an arbitration ruling, the non defaulting party has the right to
purchase the shares of the defaulting party at market price.

France Telecom provided counter-guarantees in favor of Enel, the majority shareholder in Wind, to
cover a portion of the guarantees that Enel granted to financial institutions relating to (i) deferred
payment of Wind’s UMTS license and (ii) annual payments made by Wind for rights of way to Italian
railroads regarding Wind’s right to use railroad infrastructures for its fixed line telephony activities. France
Telecom’s remaining obligation under these guarantees was €152 million at December 31, 2002.

This amount represents Orange’s share, or 26.58%, in Wind’s remaining obligations that expire on
December 31, 2010.

France Telecom granted counter guarantees in favor of Enel, the majority shareholder of Wind, to
cover its share of guarantees made by Enel to financial institutions as part of (i) the deferred payment of
Wind’s UMTS license and (ii) the annual payments by Wind to the Italian railways for the right to use the
rail infrastructure for fixed line operations. The residual commitments of France Telecom under these
guarantees amounts to €152 million at December 31, 2002. This amount represents Orange’s share, i.e.
26.58% if the residual commitments of Wind expiring December 31, 2010. Orange signed an agreement on
March 20, 2003 regarding the sale of its interest in Wind to Enel. This agreement provides for the
cancellation of all agreements governing the relationship between France Telecom, Enel, and Wind. See
“5.5 Recent Developments”.

®  Orange Slovensko

The shareholder agreements which govern the relationships between Orange and its partners in
Slovakia provide for the exercise of put and call options in the event of serious breach by one of the
shareholders or if the partners cannot reach an agreement on a major subject even after a process of
mediation. These options are in general exercisable and market priced. If Orange defaults on its
commitments in Slovakia, the exercise price includes the damages and interest estimated to be paid to
the other shareholders.
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® BITCO (Thailand)

If one shareholder of this company claims that one of its co-shareholders has committed a material
breach under the terms of the shareholders’ agreement, and that claim is confirmed after dispute
resolution procedures have been followed, the non-defaulting shareholder has a right to buy the
defaulting party’s shares at 80% of market value or sell its own shares to the defaulting party at 120% of
market value. An act of insolvency of either party also entitles the other to exercise put or call options on
the same basis. However, neither party can be compelled to complete a share transfer in contravention of
Thai law or without all applicable regulatory approvals. Thai law currently restricts foreign ownership of a
Thai telecommunications company to less than 50%, so Orange cannot effectively either exercise a call or
be compelled to accept a put which would increase its present stake to 50% or above.

® ECMS (Egypt)

The shareholder agreements which govern relationships between France Telecom and Orascom
provide for the exercise of put and call options in the event of a serious disagreement between the parties
or put and call options in the event of change of control of one party. In the event of a serious
disagreement, the options are exercisable at market price. In the event of a change in control of the
shareholders, the exercise price corresponds to 115% of the market price. With regard to Orange, this
clause would only apply to a change of ownership of 51% or more of France Telecom.

* Sweden

Orange’s co-shareholders in 3G Infrastructure Services AB (“3Gis”), a joint venture jointly operated
by Orange and two other operators in Sweden, have a call option on the interests held by Orange in 3Gis
in the event of a breach by Orange of its financing obligations to 3Gis or if the UMTS license held by
Orange Sverige AB is transferred to a third party. The exercise price is the nominal amount of the shares
held by Orange Sverige AB in 3Gis. As a consequence of Orange’s decision to withdraw from the Swedish
market, Orange’s interests in 3Gis were fully depreciated at December 31, 2002.

* Denmark

Wireless Services Denmark A/S (“WSD”) holds approximately 67.2% of Orange Holding A/S, which
holds 100% of Orange A/S, the operating subsidiary in Denmark. In the event of a material default of WSD
on its obligations, the agreement sets out that the other shareholders can force WSD to purchase their
shares in Orange Holding at market value. In the event of a default by the other shareholders on their
obligations, WSD and the non defaulting parties can purchase the shares of the defaulting shareholders at
75% of market value. Moreover, the shareholders have accepted, in view of a planned solvency ratio
imposed by the Danish telecommunications agency in order to keep the telephony license, to make
contributions to Orange Holding such as to maintain its shareholders’ equity at a level which is
satisfactory given these ratios.

® Novis / Clixgest

The shareholder agreement which governs relationships between Atlas Services Belgium (<<Atlas>>)
and Sonae, its partner in the companies Novis and Clixgest provide for the exercise of put or call options
in the event of serious default by one of the shareholders. The call options can be exercised at market
price less 20%. The contracts governing the put options provide that Sonae would be entitled to exercise
its option at market price plus 20% whereas Atlas would be entitled to exercise its option at market price
plus 40%, the difference in price being due to the control premium which Sonae benefits from.
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5.10.7 Security Interests

In the ordinary course of business, France Telecom grants certain pledges, mortgages or other
security interests of which the most significant at December 31, 2002 are as follows:

At December 31, 2002

amount of Total entered corresponding
Type of guarantee/mortgage guaranteed on the percentage
(in € millions) asset (a) balance sheet (b) (a)/ (b)
On intangible assets . ........ooiii e 6,595 18,411 38.6 %
Ontangible assets . ... 4,935 36,268 13.6 %
ONn financial @ssets . ...ttt 925 3,770 24.5 %
TOT AL .. 12,455 58,449 213 %

() Shares and other assets owned by Orange have been pledged to financial institutions in order to
secure the repayment of bank loans and credit facilities contracted by Orange, amounting to
€2,545 million (used portion) and totaling €3,043 million (total amount of the loans and facilities)
at December 31, 2002. The main pledged assets relate to the following at December 31, 2002:

° A substantial portion of Orange Holdings UK’s and its subsidiaries’s fixed assets, representing a
net book-value of €10,006 million at December 31, 2002,

®  The business and substantially all the buildings owned by Mobistar SA,

®  OQOrange’s consolidated investments in Romania, Slovakia, Denmark, Botswana, Madagascar,
Egypt, Cameroon and Sweden (being exclusively the investment of Orange Sverige AB in 3Gis)
and in its non-consolidated subsidiary in Portugal.

(i) As part of the sale of commercial receivables, described in Note 9, the shares subscribed by
France Telecom in the Fonds Communs de Créances are no longer pledged to them since
January 15, 2003.

(i) As part of its swaps contracts, France Telecom may be required to post securities, of which the
amount recorded at December 31, 2002 amounts to €359 million.

Certain of France Telecom’s financial agreements contain negative pledge clauses relating to certain
assets or certain categories of debt.

Management considers, to the best of its current knowledge that there are no existing commitments
likely to have a material impact on the current or future financial condition of France Telecom, other
than those listed above.

5.11 Capital Expenditures and Investments
The following table below sets forth the investments made for the years ending December 31, 2000,
2001 and 2002.

Year ended
December 31,

2002 2001 2000

(€ millions)

Capital expenditures (excluding licenses) ...........c.ooiiiiiiiineennn... 7,441 8,091 7,245
Investments in UMTS and GSM licenses ..., 134 873 7,068
Other INVestments() . ... .. e e e 2,228 4,355 40,561

(1) Excluding the repurchase of own shares and net of cash sold. See “5.8.1 Liquidity — Net cash used in investing activities”.
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Capital expenditures and tangible and intangible investments
Tangible and intangible investments excluding licenses

Changes from 2001 to 2002:

Tangible and intangible investments excluding licenses fell significantly between 2001 and 2002,
decreasing 8% in historical terms and 21% on a comparable basis. On a comparable basis, this decrease
was mainly the result of reported reductions in Fixed line, voice and data services — France and Outside
France.

At December 31, 2002, tangible and intangible investments excluding licenses increased to €7,441

million compared to €8,091 million in 2001 in historical terms and increased to €9,377 million on a
comparable basis. They can be broken down by segment in the following manner:

Year ended December 31,

2002 2001 2001
ona
comparable
basis historical
(€ millions)
(0] = 37 3,281 3,430 3,356
Wanadoo . ... e 108 110 111
Fixed Voice Services, FranCe . ..ot 2,101 2,732 2,718
Fixed Voice Services, Outside France ...............ccovininion.. 2,038 3,105 1,906

Excluding UMTS and GSM licenses, the tangible and intangible investments of the “Orange”
segment decreased 4.3% to €3,281 million at December 31, 2002 compared to €3,430 million at December
31, 2001 on a comparable basis. Costs related to tangible investment decreased 2.7% in 2002 to €3,263
million from €3,353 million at December 31, 2001. In France, the costs of Orange’s tangible investments
decreased 1.3% at year ending December 31, 2002. This decline was due to lower capital spending for
second generation equipment and by immaterial costs incurred for the third generation (UMTS).

In the United Kingdom, tangible investments also decreased 8.6% from their level at December 31,
2001. This reflects the slowdown in capital spending on second generation equipment and lower-than-
expected spending to acquire and prepare sites for third generation communications networks.

Orange’s tangible investments excluding France and the United Kingdom increased 2.0% due to the
lower capital spending mainly in Egypt, Belgium and Romania. Additionally, 2002 numbers included the
impact of deploying a new network in Sweden. Orange withdrew its investments in Sweden following an
announcement in December 2002.

On a comparable basis, the tangible and intangible investments for the “Wanadoo” segment
decreased 1.7% from 2001 to 2002. The “Access and Portals” activities boosted their capital spending and
production capacity, in particular, to accommodate growth in the number of customers and audience,
whereas the self-constructed assets for audiovisual activities declined, which explains the reduction
reported compared to 2001. Investment in “Telephone book” activities remained stable.

Tangible and intangible investment in the “Fixed line, voice and data services — France” segment
decreased 23.1% in figures presented on a comparable basis for the year ending December 31, 2002.
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On this basis, capital expenditures on networks, which accounts for more than half (56%) of tangible
and intangible investment, decreased a total of 34%. Owing to the rationalization and optimization of the
networks, the main investment accounts are down except for ADSL. The most important changes concern:

®  the local loop, whose capital spending decreased 21.5% in 2002. This reduction is mainly
explained by the effects of rebuilding the network during the first half of 2001 following the
storm of December 1999;

° capital expenditures on the switched telephone network, other specialized networks and the
resources shared by these networks, which decreased by 46.2% due to the effects of lower
prices for equipment and the focus of infrastructure investment on high speed (ADSL) and the
renovation of radio links;

o investment on other Internet equipment was down 32% due to the refocusing of spending on
high speed equipment and lower prices for equipment for high speed access services; and

®  the 14% increase in investment in ADSL between 2001 and 2002 due to the objective of
covering 80% of the population by 2003 and increased growth in the customer base in 2002
from 2001 despite a drop in the price of equipment.

The other tangible and intangible investment items for the “Fixed line, voice and data services —
France” segment (data processing, real estate, handsets, pay phones and intangible investments) were
stable. This reduction reflects the lower spending on data processing equipment and real estate. Conversely,
tangible investments (excluding the network) show increased spending on handsets for the purpose of
updating the range of handsets leased to encourage use of the new services.

The “Fixed line, voice and data services — Outside France” segment reported a 7.0% increase in its
tangible and intangible investments (excluding UMTS licenses) in historic terms in 2002. The increase is
mainly due to the consolidation of the TP Group’s segment, which is partially offset by the consolidation of
Telecom Argentina as an equity affiliate and the transfer of Mobinil /ECMS to the “Orange” segment. Hence,
on a comparable basis, tangible and intangible investments decreased 34.3% mainly due to (i) the savings
from the synergies gained by the new entity, Equant, (ii) the continuation of the optimization program
begun in 2001 by the TP Group and (iii) reduced spending by other subsidiaries like Uni2 and Casema.

Changes between fiscal years 2000 and 2001

The increase in tangible and intangible investments from 2000 to 2001 (excluding licenses) resulted
from changes in the scope of consolidation of Orange UK, Orange Communications SA and the newly
formed Equant.

Tangible and intangible investments (excluding licenses) increased to €8,091 million in 2001, broken
down by segment in the following manner:

° capital expenditures of the Orange segment totaled €3,356 million in 2001, compared to €2,449
million in 2000;

. capital expenditures of the “Wanadoo” segment totaled €111 million in 2001, compared to €96
million in 2000;

° capital expenditures of the “Fixed line, voice and data services — France” segment totaled
€2,718 million in 2001, compared to €2,363 million in 2000; and

° capital expenditures of the “Fixed line, voice and data services — Outside France” segment
totaled €1,906 million in 2001, compared to €2,339 million in 2000.

The 37% increase in tangible and intangible investments (excluding UMTS licenses) of the Orange
segment in 2001 was mainly due to changes in the scope of consolidation (including the consolidation of
Orange plc as of September 2000 and Orange Communications SA as of November 2000) and was also due
to international expansion of subsidiaries, such as Globtel, Orange Sverige and Mobistar.
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Tangible and intangible investments of the Wanadoo segment increased 15.4% in 2001, mainly due to
the consolidation of Freeserve since March 2001 and the increase in capitalized production for publishing.

Tangible and intangible investments of the “Fixed line, voice and data services — France segment”
increased 15% in 2001 compared to 2000, due to the development of Internet access and sectoral
networks (high speed and ADSL), data transmission networks and digital television, as well as the
renovation of traditional switching networks.

Tangible and intangible investments of the “Fixed line, voice and data services — Outside France”
segment decreased more than 18% in 2001, mainly due to fixed line and cable network infrastructure
deployment by subsidiaries in 2000. These factors were partially offset by increases due to the impact of
the consolidation of Equant, as well as the deployment of France Telecom’s international network.

Acquisitions of UMTS and GSM licenses

Orange’s investments at December 31, 2002 included €53 million for a complementary payment of a
GSM license in the Ivory Coast and €35 million for the acquisition of a UMTS license in Slovakia.
Moreover, intangible investments for the “Fixed line, voice and data services — Outside France” segment
include the acquisition of a GSM license in Ikatel, Mali for €46 million.

Orange’s intangible investments in 2001 include, notably, the acquisition of UMTS licenses in
Belgium (for €151 million), in Denmark (for €104 million) and in France (for €619 million).

In 2000, investments in UMTS licenses were comprised of the purchase of two licenses, for Orange
UK (€6,632 million) and for Dutchtone Multimedia BV (€436 million), respectively.

The item “telecommunications licenses” at December 31, 2002 relates primarily to the net value of
the operating licenses of UMTS and GSM mobile networks in the United Kingdom (€7 billion in 2000),
France (€619 million in 2001), Poland (€497 million, variations in consolidation in 2002) and The
Netherlands (€437 million in 2000).

The report concerning the deployment of networks and UMTS services led France Telecom to
examine the value of its English UMTS license at December 31, 2002 (€6.3 billion). The deployment of the
third generation technology resulting from the acquisition of the UMTS licenses enables Orange, as a
GSM operator, to:

° acquire the supplementary spectrum to ensure the development of voice transmission as well
as access to a frequency band allowing multimedia services; and

° oversee the development of it business model:

®  the development of its UMTS service offerings, often derived from it second generation
offerings, is significantly interlinked with its existing service models;

° The architecture of the UMTS network incorporates the DCS network with an additional
coverage strategy; and

® the offering should not affect technology subscribers (subscribers using a network or the
offering according to the intended uses, the access to the new 3G services should assist
in the winning over of 2G subscribers).

Taking into account the overlapping of the service offerings of the 2nd and 3rd generation technical
and business plan, this review, at the level of Orange plc., consisted of comparing the 2nd and 3rd
generation tangible and intangible assets with variations in cash flow of 9% during the validity of the
UMTS license so that they emerge from its business plan. A depreciation was not considered necessary at
December 31, 2002. Certain factors such as technological evolutions, the introduction of alternative offers
or insufficient consumer interest could reinstate this evaluation/appreciation.
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Financial Investments

In 2002 the net cash used in financial investments totaled €2,228 million excluding the
purchase of treasury stock and net of the cash amount acquired in connection with these
investments. The main financial investments are:

exercise of the call option on all of NTU's preferred stock held by financial institutions for
$1.1 billion, equivalent to €1,092 million;

the purchase of approximately 103 million Orange shares for €950 million. The shares
were previously held by E.On in exchange for the sale of its equity stake in OCH,
formerly Orange Communications SA in Switzerland, to Orange SA. This purchase was
made as part of E.On’s exercise of its put option;

Orange’s participation in BITCO Thailand’s capital increase for €69 million;
Orange’s participation in Wind’s capital increase in Italy for €48 million;
participation in Novis’s capital increase for €26 million;

Wanadoo’s purchase of an additional share of the minority interest in QDQ Media for €23
million, which raised its holding to 99%;

Orange’s participation in Optimus’s capital increase in Portugal for €20 million;

Orange’s acquisition of the remaining shares in Orange Communications SA for €16
million;

Wanadoo Portails’ purchase of the minority interests in Wanadoo Editions for €13 million
raising Wanadoo Portails’ controlling stake in Wanadoo Editions to 100%;

the acquisition of Openet Telecom by Orange and Orange World & Brand for €12 million.
Openet Telecom is an Irish company that specializes in implementation and
development of tools for managing customer receivables and billing for
telecommunications companies; and

Wanadoo’s purchase of MyWeb, the Netherlands Internet service provider, for €5 million.

The cash allocated to financial investments was reduced by another €155 million equivalent to the
amount of cash acquired of which €144 million represents the TP Group’s net cash at April 1, 2002 when it
was fully consolidated.

In 2001, net cash used in investing activities included the following principal financial investments:

payment to Deutsche Telekom for the repurchase in 2000 of 18.9% of the capital of Wind for
€2,076 million (payment recorded in other short term debts in the balance sheet at December
31, 2000);

participation in the capital increase of Wind for €190 million;

acquisition of an additional 8.93% of TP SA in Poland for €679 million, increasing the
percentage of France Telecom’s interest from 25% to 33.93% as of October 1, 2001;

participation in the capital increase of PTK Centertel in Poland for €124 million;

acquisition by Orange SA of an additional 14.75% interest in the Swiss wireless operator
Orange Communications SA for €175 million, bringing Orange SA’s total holdings to 99.75%.
An additional €59 million remains payable for the outstanding payments to be made for
acquisitions that occurred during the 2000 financial year;

254



° repurchase of shares held by Motorola (25.15%) in ECMS/Mobinil for a total net cash amount
of €205 million, increasing France Telecom’s holding to 71.25%;

. acquisition by Orange SA of an additional 15% of BITCO (Thailand) for €158 million, bringing
its direct holding to 49%;

° acquisition of 49% of Digita in Finland by TDF for €125 million in cash;

. acquisition of an additional 31% of Uni2 for €102 million, bringing France Telecom’s holding to
100%;

° increase in control of QDQ Media to 86.7%, of which 30%, or €85 million, was paid in cash,
with the balance paid by exchange of Wanadoo SA shares; and

. in addition, other less significant investments were carried out in France, Spain, Germany,
Sweden and Portugal, with the goal of reinforcing France Telecom’s competitive position in
Europe.

In 2000, France Telecom’s principal financial investments included:

. acquisition of Orange plc and its group in August 2000 for €21,693 million;

° acquisition of an additional equity interest in NTL for €5,397 million;

. acquisition of Sprint and Deutsche Telekom’s share holdings in Atlas-Global One for €4,055
million, thus enabling France Telecom to acquire full control of Global One;

° acquisition of an additional 28.5% of MobilCom in October 2000 for €3,749 million;

. acquisition of 25% of TP SA, the Polish network operator, in October 2000 for €3,411 million;

° acquisition of an additional 42.5% of Orange Communications SA, the Swiss wireless operator,
for €1,280 million, of which €241 million was paid in 2000, the remaining amount to be paid in
cash and Orange SA shares in 2001, bringing France Telecom’s total holding to 85%;

. acquisition of an interest in Jordan Telecom, the Jordanian network operator, in January 2000
for €485 million, net of cash acquired, through the acquisition of 88% of Jitco, which holds 40%
of Jordan Telecom;

° acquisition of 34% of BITCO in Thailand via Orange plc for €388 million;

. acquisition of 40% of Mauritius Telecom for €309 million; and

° other less significant investments in Brazil, The Netherlands, Slovakia, Poland, France, the

Dominican Republic and Portugal, which allowed France Telecom to reinforce its strategic
position in Europe and beyond.

5.12 Inflation

France Telecom'’s revenues in recent years have not been substantially affected by inflation.

5.13 Seasonality

For a discussion of the seasonal trends affecting France Telecom’s main business, see “Item 4.
Information on France Telecom — 4.10 Seasonality”.
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5.14 Outlook

France Telecom’s goal for 2003 is to achieve 3 to 5% growth in consolidated revenues, driven by
growth in wireless and Internet activities. Orange is targeting sustained growth in an increasingly mature
market by concentrating on higher value-added customers and Wanadoo expects to achieve a 25 to 30%
increase in revenues in 2003. France Telecom’s objective for the “Fixed line, voice and data services —
France” segment is to position broadband as a growth driver, to offset the measured decline in revenues
from fixed-line telephony. Revenues from the “Fixed line, voice and data services — Outside France”
segment are expected to continue to grow at the same rate as in the last quarter of 2002, in line with
France Telecom’s objectives.

France Telecom is targeting double-digit growth in operating income before depreciation and
amortization and before amortization of actuarial adjustments in the early retirement plan (formerly
referred to as EBITDA) and operating income in 2003.

France Telecom confirms its announced goal of generating more than €3 billion of net cash flow
from operations, less net cash used in investing activities in 2003.

France Telecom plans to spend approximately €20 billion over the three-year period from 2003 to
2005 on capital expenditures, with a little less than half of that amount devoted to investments in
wireless.

For a detailed analysis of France Telecom’s strategy, see “ltem 4. Information on France Telecom —
4.2 Strategy”.

5.15 Summary of the Principal Differences Between French Generally Accepted
Accounting Principles (“French GAAP”) and US Generally Accepted Accounting
Principles (“US GAAP”)

For the years ended December 31, 2002, 2001 and 2000, France Telecom’s net income (loss)
amounted to (€20.7) billion, (€8.3) billion, and €3.7 billion, respectively, under French GAAP and net
income (loss) amounted to (€33.6) billion, (€19.3) billion and €5.1 billion, respectively, under US GAAP.
The principal differences between French GAAP and US GAAP affecting France Telecom’s net income
(loss) result from:

For the year ended December 31, 2002, 2001 and 2000

() the valuation of goodwill under US GAAP principally resulting from the adoption of SFAS 142
Goodwill and Other Intangible Assets on January 1, 2002, as applicable to France Telecom, required
measuring goodwill impairment by reference to the reporting units’ (Orange and Equant) fair
value which was based on their stock market price, as opposed to the value in use method used
under French GAAP. This GAAP difference resulted in recording a material goodwill impairment
charge of €20.8 billion or €(18.87) per share in 2002 under US GAAP. As of December 31, 2001,
considering the difference between the net book value of Equant’s long-lived assets (primarily
goodwill) which was materially higher under US GAAP than under French GAAP, France
Telecom recorded an impairment write-down based on Equant’s market value at December 31,
2001 amounting to €7.9 billion. As of December 31, 2002, France Telecom recorded impairment
charges under French GAAP for the write-down of goodwill and other long-lived assets totaling
€4.2 billion relating to its investment in Equant, and €0.9 billion relating to its investment in
Orange Communications SA . Given that under US GAAP impairment charges had been recorded
in 2001 for Equant and as of June 30, 2002 for Orange, France Telecom reversed the €4.2 billion
Equant impairment charge and the €0.9 billion Orange Communications SA impairment charge
recorded under French GAAP in 2002 for reconciliation purposes to US GAAP. Refer to Note 32 in
the Consolidated Financial Statements for further discussion.
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(ii) differences in the amortization of goodwill prior to adoption of SFAS142, principally resulting
from the higher amount of goodwill according to US GAAP as compared to French GAAP.
Beginning on January 1, 2002 upon adoption of SFAS 142, goodwill is no longer amortized under
US GAAP;

(ii) differences relating to intangible assets, whereby under US GAAP prior to adoption of SFAS 142,
brand names, trademarks and customer relationships were amortized over their expected useful
lives. Beginning on January 1, 2002 upon adoption of SFAS 142, brand names and trademarks are
no longer amortized, while customer relationships continue to be amortized. Additionally,
interest costs associated with UMTS telecommunication licenses are capitalized during the
construction period of the UMTS networks under US GAAP;

(ilv) gain recognition from transactions involving transfers of assets under common control, whereas
under US GAAP, the consideration received in excess of the historical carrying value of the
assets transferred in the books of the seller is reflected as a share capital transaction (i.e. either
as additional paid in capital or as a dividend); the sale of TDF in December 2002 resulted in
France Telecom recording under US GAAP €350 million as additional paid-in capital, and the
related investment in Tower Participation SAS (TDF’s new parent company) was carried over
from TDF’s historical carrying value. Under French GAAP, the gain related to the sale of TDF is
deferred to the extent of the 36.2% indirect continuing ownership interest retained by France
Telecom in TDF;

(v) stock-based compensation costs, whereas under US GAAP, prior to adoption of SFAS 123
Accounting for Stock-Based Compensation on January 1, 2002, compensation costs relating to the
issuance of stock options to employees was accounted for under APB 25 Accounting for Stock
Issued to Employees, which requires that stock-based compensation costs be measured based on
the intrinsic value of the options (the excess of the market price of the underlying common
stock at the date of grant over the exercise price of the option), and expense recognized over the
options’ vesting period. Beginning on January 1, 2002 upon adoption of SFAS 123, as amended by
SFAS 148 Accounting for Stock-Based Compensation — Transition and Disclosure, stock-based
compensation expense is measured based on the estimated fair value of the stock option at the
date of grant, and recognized over the option’s vesting period. The impact on the 2002
consolidated financial statements resulting from the adoption of the fair value method for stock-
based employee compensation under US GAAP was the recognition of an additional €151 million
(before taxes) in compensation expense. Under French GAAP, no compensation expense is
measured or recognized upon the issuance of stock options;

(vi) rules relating to the accounting for sale and leaseback transactions in connection with the sale
of technical and office buildings pursuant to a unilateral contract for sale signed in November
2001. Under French GAAP, such transaction was recorded as a sale in 2001 with most of the
subsequent leasebacks accounted for as operating leases except for a limited number of
buildings recorded as capital leases mainly consisting of strategic technical buildings. Under US
GAAP, this transaction was recognized in 2002 as sale and lease-back legal deeds were entered
into for each building and recognition of the sale was deferred for a significant portion of them
as such transactions did not qualify for sale-leaseback accounting under SFAS 98 Accounting for
Leases and were recorded as financings while gains were amortized over the term of the
operating leasebacks for those qualifying for sale-leaseback accounting;

(vii) transfers of financial assets, that under US GAAP do not meet the sales recognition criteria of
SFAS 140 Accounting for Transfers and Servicing of Financial Assets and Extinguishments of Liabilities,
are treated as secured borrowings and no gain is realized;

(vii)the changes in fair values of derivative instruments not qualifying as cash flow or foreign
currency hedges are recognized directly in earnings pursuant to the requirements of SFAS 133
Accounting for Derivative Instruments and Hedging Activities;
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(ix) the investment made in NTL which, pursuant to US GAAP, is accounted for under the equity
method. NTU's loss is not limited to the value of the ordinary shares but is extended by
impairment charges taken in 2001 on the value of other categories of securities held. Under
French GAAP, the NTL investment was treated at acquisition cost and impairment charges were
recorded in 2001 and in 2002; and

(x) income taxes paid or income tax benefits received on gains and losses, resulting from inter-
company transfers of assets or businesses, such as the 2002 Wanadoo internal transfer, are
deferred under US GAAP.

For the years ended December 31, 2001 and 2000

(xi) provisions for probable losses resulting from the anticipated but not yet complete sale of a
subsidiary, required by CRC 98-02, are not recorded under US GAAP; instead those losses are
recorded upon completion of the sale. Examples include the result of the partial sale of Global
One during the investment in Equant and the loss incurred during the initial public offering of
Orange; and

(xii) the valuation of non consolidated publicly traded investments which, under French GAAP, are
recorded at the lower of aggregated cost and value in use, whereas under US GAAP (SFAS 115
Accounting for Certain Investments in Debt and Equity Securities) those investments are classified as
“available-for-sale” securities and recorded at market value, with any unrealized gains and losses
recorded in equity via Other Comprehensive Income, unless unrealized losses are deemed to be
“other than temporary” in which case they are charged to income.

Furthermore certain expenses excluded from operating income under French GAAP, such as the
impairment of goodwill, would have reduced operating income under US GAAP.

Shareholders’ equity

At December 31, 2002, 2001 and 2000, France Telecom’s consolidated shareholders’ equity (deficit)
amounted to (€10.0) billion, €21.1 billion and €33.2 billion, respectively under French GAAP and (€26.8)
billion, €11.4 billion and €26.3 billion, respectively, under US GAAP. The principal differences between US
GAAP and French GAAP affecting shareholders’ equity, apart from the differences in net income, are as
follows:

() other comprehensive income which is included as a component of shareholders’ equity under
US GAAP (SFAS 130 Reporting Comprehensive Income) to record unrealized gains and losses on
available-for-sale securities, unrealized gains and losses on cash flow hedges, minimum liability
adjustments relating to pension plans, and foreign currency translation adjustments;

(i) temporary equity, presented separately from shareholders’ equity in 2000 and 2001 to record the
shares issued by France Telecom to Deutsche Telekom and Vodafone-Mannesmann, which were
subject to certain off balance sheet commitments; and

(ii) differences in the method of determining the purchase price of certain business combinations.
In particular, US GAAP considers that where the payment is made in shares, fair value is
established at the date when the announcement of the transaction is made as opposed to the
date the transaction is completed (related to the acquisitions of Equant and Freeserve); the
original inclusion in the purchase price of the fair value of CVRs (related to the CVRs issued by
France Telecom in connection with the acquisition of Equant); and the results of different
accounting treatments for contingent payments (related to the February 28, 2001 agreement
with Vodafone-Mannesmann concerning the put and call options on the France Telecom
securities issued during the acquisition of Orange plc, treated as a reduction of the purchase
price under French GAAP whereas under US GAAP they are considered as an equity transaction).
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Accounting for perpetual bonds mandatorily redeemable in shares of France Telecom
(TDIRA)

The accounting and balance sheet classification for perpetual bonds mandatorily redeemable in
shares of France Telecom (TDIRA) which were issued on March 3, 2003 will result in differences between
French and US GAAP. In particular:

Under French GAAP, the TDIRA, will be reflected under a mezzanine caption between equity and
liabilities and the related return owed to their holders will be recorded through the income statement.

Under US GAAP, the TDIRA will be reflected as debt at the same fair value as under French GAAP
which approximates the nominal value at the issuance date and the related return owed to their holders
will be recorded as interest expense through the income statement. The non-detachable conversion
feature embedded in the TDIRA will be reflected if it becomes beneficial based on its intrinsic value as
additional paid-in capital under equity and, given the conversion feature is exercisable any time by the
holder, it will be amortized immediately as interest expense.

Critical accounting policies under US GAAP

Other than the accounting methods described in “5.15 Summary of the Principal Differences
Between French Generally Accepted Accounting Principles (“French GAAP”) and US Generally Accepted
Accounting Principles (“US GAAP”) — Critical accounting policies under French GAAP”, management
considers that the application of the following US critical accounting policies, which may differ from
those used for French GAAP, require reliance upon significant judgments, estimates and assumptions.

Impairment of intangible assets, goodwill, and property, plant and equipment

To assess impairment of property, plant and equipment and intangible assets being amortized
under US GAAP, France Telecom applies SFAS 144, Accounting for the Impairment or Disposal of long-lived
Assets. If management has concluded that impairment indicators exist, France Telecom tests for
impairment by comparing the sum of the future undiscounted cash flows expected to be derived from an
asset or a group of assets to their carrying value. If the carrying value of the asset or the group of assets
exceeds the sum of the future undiscounted cash flows, impairment is considered to exist. If an
impairment is considered to exist on the basis of undiscounted cash flows, the impairment charge is
measured using an estimation of the assets’ fair value, typically using a discounted cash flow method or,
when necessary or required, market based valuations. The identification of impairment indicators, the
estimation of future cash flow and the determination of fair values for assets or groups of assets require
management to make significant judgments concerning the identification and validation of impairment
indicators, expected cash flows and applicable discount rates or control premiums. If actual results differ
from these estimates, or if France Telecom adjusts these estimates in future periods, operating results
could be significantly affected.

As of December 31, 2001, considering the difference between the net book value of Equant’s long-
lived assets (primarily goodwill) which was materially higher under US GAAP than under French GAAP,
mainly due to the amount attributable to the Contingent Value Rights (CVRs) and the higher value for the
France Telecom shares contributed to SITA in the acquisition of Equant, an impairment review of Equant
long-lived assets had been carried out in accordance with US GAAP. That review resulted in an
impairment write-down based on Equant’s market value at December 31, 2001 amounting to €7.9 billion.

SFAS 142, Goodwill and Other Intangible Assets became effective in 2002, and as a result, France
Telecom ceased to amortize goodwill and intangible assets with indefinite useful lives. SFAS 142 requires
that goodwill of consolidated entities and intangible assets with indefinite useful lives be tested for
impairment at least annually (and between annual tests when certain triggering events occur) using a
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prescribed two-step process. The first step screens for potential impairment, while the second step
measures the amount of impairment, if any. Under US GAAP, goodwill impairment is best measured
when based upon the market values of a reporting unit.

France Telecom has identified the following reporting units which will contain the most significant
portions of the outstanding balance of goodwill: Orange, Equant, Wanadoo—Internet and Wanadoo—
Directories. France Telecom estimates fair value for Orange and Equant using the quoted market prices
adjusted for an appropriate “control premium”. For Wanadoo—Internet and Wanadoo—Directories, the
fair value is based on market comparables. Due to the decreasing trends in the reporting units’ stock
prices in the first half of 2002, France Telecom performed interim goodwill impairment tests on the
Orange and Equant reporting units as of June 30, 2002 and recognized significant goodwill impairment
charges totaling €20.8 billion or €18.87 loss per basic and fully diluted share, in connection with SFAS 142
due to the considerable decrease in the reporting units’ market values. France Telecom performed the
annual goodwill impairment tests for the Orange, Wanadoo—Internet, and Wanadoo—Directories
reporting units as of November 30, 2002. Based on those tests, France Telecom recorded no additional
goodwill impairment charges. As noted in Note 4 to the consolidated financial statements, under French
and US GAAP, France Telecom recorded goodwill impairment charges totaling approximately €0.1 billion
relating to its investment in JTC-Jordan as of December 31, 2002.

Had those impairment tests noted above been performed as of December 31, 2002, the Orange
reporting unit impairment charge recorded would have been less due to the higher Orange stock price at
December 31, 2002.

Investments accounted for using the equity method

To assess impairment of the carrying value of equity accounted investments, France Telecom
applies APB 18, The Equity Method of Accounting for Investments in Common Stock. If management has
concluded that an investment has incurred an other than temporary decline in value, a charge to earnings
is recorded. In determining whether a decline in value is other than temporary and the amount of the
decline, management considers several factors such as the investee’s inability to sustain an earnings
capacity which would justify the carrying amount, the current fair value (quoted market prices, when
available) of the investment and other factors, such as analysis of budgets and projected discounted cash-
flows, as well as the overall economic outlook for the industry. The evaluation of these factors requires
significant management judgment.

Deferred taxes

Under US GAAP, deferred taxes are recorded for temporary differences, including net operating loss
carry-forwards. In addition, under US GAAP, France Telecom records a valuation allowance to reduce its
deferred tax assets to the amount that is more likely than not to be realized. France Telecom has
considered its future taxable income and ongoing prudent and feasible tax planning strategies in
assessing the need for the valuation allowance under a determined period given current US practice. In
the event that France Telecom were to determine that it would be able to realize its deferred tax assets in
the future in excess of their net recorded amount, an adjustment to the deferred tax asset would increase
income in the period such determination were made. In the event that France Telecom were to
determine that it would not be able to realize all or part of its net deferred tax asset in the future, an
adjustment to the deferred tax asset would be charged to income in the period such determination were
made.

Other accruals

Under US GAAP, loss contingencies are recognized in accordance with SFAS 5, Accounting for
Contingencies. Liabilities are accrued when a loss contingency is considered to exist and when a loss is
considered probable and can be reasonably estimated. Management makes these estimates primarily
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with the analyses of internal specialists, if available, or with the support of outside specialists, such as
actuaries or legal counsel. If necessary, revision of management’s estimates of these loss contingencies
may significantly affect future operating results.

Cost method investments

Under US GAAP, if an investment’s fair value declines below cost, the investor must determine
whether there is adequate evidence to overcome the presumption that the decline is other than
temporary. Such evidence may include:

° recoveries in fair value subsequent to the balance sheet date;

° the investee’s financial performance and near-term prospects (as indicated by factors such as
earnings trends, dividend payments, asset quality, and specific events); and

° the financial condition and prospects for the investee’s geographic region and industry.

The evaluation of whether a decline in fair value is other than temporary requires considerable
management judgment. If the decline is other than temporary, the investment is written down to fair
value through a charge to earnings.

Derivatives fair value

Derivative financial instruments, mainly including instruments used in France Telecom’s hedging
strategy and derivatives embedded in certain acquisition contracts, are recorded at fair value. Unrealized
gains and losses for the majority of these derivatives, which do not qualify as hedges under SFAS 133,
Accounting for Derivative Instruments and Hedging Activities, are reflected in earnings. Fair values are based
on listed market prices, where possible. If listed market prices are not available, fair value is based on
other relevant factors, including banker price quotations and price quotations for similar instruments
traded in different markets. Fair values for certain derivative contracts are derived from pricing models
that consider current market and contractual prices for the underlying financial instruments, as well as
time value and yield curve or volatility factors underlying the positions.

Pricing models and their underlying assumptions impact the amount and timing of unrealized gains
and losses recognized, and the use of different pricing models or assumptions could produce different
financial results. To the extent financial contracts have extended maturity dates, France Telecom’s
estimates of fair value may involve greater subjectivity due to the low level of availability of transparent
market data upon which to base modeling assumptions.

New Accounting Pronouncements

In June 2001, the Financial Accounting Standards Board issued SFAS No. 143, Accounting for Asset
Retirement Obligations. SFAS 143 requires that the fair value of a liability for an asset retirement
obligation be recognized in the period in which it is incurred if a reasonable estimate of fair value can be
made. The associated asset retirement costs are capitalized as part of the carrying amount of the long-
lived asset. An entity shall measure changes in the liability for an asset retirement obligation due to
passage of time by applying an interest method of allocation to the amount of the liability at the
beginning of the period. That amount shall be recognized as an increase in the carrying amount of the
liability and as an expense classified as an operating item in the statement of income. SFAS 143 is
effective for fiscal years beginning after June 15, 2002. France Telecom does not anticipate that adoption
of SFAS 143 will have a material impact on its results of operations or its financial position.

In April 2002, the Financial Accounting Standards Board issued SFAS 145 Rescission of FASB
Statements 4, 44, and 64, Amendment of FASB Statement 13, and Technical Corrections. This Statement
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amends FASB Statement 13, Accounting for Leases, to eliminate an inconsistency between the required
accounting for sale-leaseback transactions and the required accounting for certain lease modifications
that have economic effects that are similar to sale-leaseback transactions. The rescission of SFAS 4 is
effective for fiscal years beginning after May 15, 2002. The other provisions are effective for transactions
occurring on or after May 15, 2002. The adoption of the provisions of this Statement relating to 2002 have
not resulted in a material impact on France Telecom’s financial position or on its results of operation and
cashflows as of December 31, 2002. France Telecom does not anticipate that adoption of the provisions of
this Statement relating to the classification of gains resulting from the extinguishment of debt (SFAS 4)
will have a material impact on its results of operations or its financial position.

In June 2002, the Financial Accounting Standards Board issued SFAS 146, Accounting for Costs
Associated with Exit or Disposal Activities. This statement addresses the recognition, measurement, and
reporting of costs that are associated with exit and disposal activities, and nullifies EITF 94-3, “Liability
Recognition for Certain Employee Termination Benefits and Other Costs to exit an Activity (including Certain Costs
Incurred in a Restructuring)”. Under SFAS 146 the cost associated with an exit or disposal activity is
recognized in the periods in which it is incurred rather than at the date the company comm